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A Banker’s Diary 


By the Editor 


THROUGHOUT the greater part of November we have been awaiting the 
outcome of the protracted negotiations in Washington, and it is to be hoped 
that an agreement will have been announced by the time this 
Bretton issue appears. The common interest of Britain and the 
Woods United States in the restoration of international trade is so 
at Last ? overwhelmingly strong that it is almost impossible to believe 
in the tragedy of a breakdown. By a generous settlement, 
the United States could provide this country with the exchange reserves 
needed to safeguard the convertibility of sterling in a multilateral trading 
system ; and the position of sterling being assured, it would then be at least 
as much in the interests of Britain as of the United States that we should 
adhere to Bretton Woods and agree (yet again, for we have already agreed 
once in the Atlantic Charter) to co-operate with America in working towards 
the elimination of exchange controls and other discriminatory devices and 
the lowering of trade barriers—which means the reduction of oe 
Preference. Rumour has it that a bargain on these lines has only been held 
up by differences on points of detail, a credit being mentioned of $4,000 millions 
carrying interest at 2 per cent. after a breathing spell of five years and with 
provision for suspension of service if the state of our balance of payments— 
or a scarcity of dollars ?—renders this difficult. 
lf the United States can offer terms acceptable to our negotiators and 
the Government, it can surely be taken for granted that Parliament will not 
reject Bretton W oods, f for the importance to a great trading nation of multi- 
lateral trading and freely convertible currencies (not the same thing as free 
trade) should hardly be a matter of controversy. In a subsequent article 
in this issue, Dr. Einzig argues that bilateral methods actually increase the 
volume of trade, because such a bargain would, under present conditions, 
facilitate the exchange of luxuries between France and this country. In 
reality, barter methods almost invariably reduce the volume of trade between 
two countries to the level of the imports of that partner which buys least 
from the other. Instead of increasing its purchases in order to liquidate 
balances in the other country, the creditor is only too likely—especially under 
present conditions—to cut down its exports. Of that tendency we have 
a wr gee example in present trading relations between this country and 
Swede n. Under multilateralism, in any case, the exchange of so-called 
luxury goods would not have to be organized—it would take place automati- 
cally, provided that the articles were produced efficiently in the one country 
and in demand in the other. But the real point is that any advantages of 
bilateralism under present abnormal conditions—and barter trade is un- 
doubtedly better than no trade—are quite irrelevant to the question whether 
barter or multilateralism is the preferable system in a normal world. 








106 THE BANKER 





It seems that a bill to establish a national investment board, or council, 
is to be presented in the near future. Such a body was originally advocated 
by the Liberal Party in the twenties. As then conceived, 
A National the investment board would simply have taken over the 
Investment functions of the National Debt Commissioners and other 
Board ? bodies, and would have pooled all receipts accruing to Govern- 
ment departments on capital account (such as the surplus of 
the extra-budgetary funds), using these resources to finance new capital 
expenditure by public boards and other official bodies. In other words, it 
would have been nothing more than a technical device that would involve no 
encroachment on “ the leg ritimate field of private enterprise.’ 


To encroach on the legitimate field of private enterprise, however, would 
doubtless be the precise object of a Socialist investment board. In the past, 
the allocation of new capital between different industries and enterprises 
has been decided, through the higgling of the market, by the general body 
of investors, exercising their judgment as to the new projects most likely to 
prove profitable. ¢ bviously, a Labour Government could not be expected 
to rec ognia ze profitability (which merely reflects the preferences of consumers 
and the skill of entrepreneurs) as the best test of the national interest in normal 
times. It would substitute for the opinion of investors the arbitrary decision 
of some official body, allocating savings between industries in accordance 
with some scale of priorities. Such intervention is usually defended on 
the grounds that resources should not be allowed to flow into inessential 
industries while the so-called basic industries of the country are starved of 
capital. But in reality the basic industries never have been deprived of 
capital by the compctition of other, more attractive, borrowers. Let us suppose 
that in 1928 all flotations had been prohibited except for iron and steel, ship- 
building and the rest. Is it to be supposed that investors would have rushed 
to subscribe the issues of such concerns at, say, 3 per cent. when in the actual 
circumstances they were unwilling to lend to these industries at very much 
higher rates ? If the basic industries were unable to raise new capital it was 
simply for the reason that their earnings prospects were poor. And while 
there may be a case for subsidizing particular industries for various reasons, 
it is certainly questionable whether the subsidy should take the concealed 
form of interest rates artificially cheapened by the exclusion of other, more 
credit-worthy, borrowers. 


A recent description of how the more radical type of investment board 
would be expected to work was contained in Sir William Beveridge’s book on 
Full Employment. It is suggested that the board would have power to 
require compulsory returns of investment plans by all undertakings above 
a certain size. ‘‘ Assistance would take the form of ensuring, by a Govern- 
ment guarant e, a lower rate of interest on investments for approve: d purposes. 
The National Investment Board would not provide finance out of its own or 
out of public funds. By pledging the credit of the State it would enable 
approved borrowers to obtain funds from established financial institutions 
on terms otherwise unobtainable ; this would be of critical importance in 
relation to housing schemes. For the regulation, that is to say the stabiliza- 
tion, of private investment, the Board should have some power, suitably 
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safeguarded, of direct control of investment—that is to say power to stop 
or reduce by order a proposed private investment plan.” 
THE allocation of capital is at present decided, of course, by the Capital Issues 
Committee, which in May published a schedule of priorities by which applica 
tions would be judged. As a aitdeail of abnormal wartime 
No conditions, therefore, an investment board is already in 
Useful existence. The price system having been hopelessly dis- 
Purpose located by inflationary finance, nobody questions the need 
for some arbitrary direction < capital expenditure until the 
monetary situation 1s again in equilibrium. Even 50, it may be doubted 
whether the Capital Issuzs Control is of any great assistance for this purpose, 
which is, in fact, achieved far more effectively through the physical allocation 
of labour and raw materials. Moreover, preoccupation with the problem 
of unemployment assumes that in normal times there is a persistent tendency 
for spending to fall below the level consistent with full employment. If that 
is accepte d, even a Socialist Government may some day be only too thankful 
for any spontaneous investment that is forthcoming, even in so-called luxury 
industries. In the intermediate position between greatly excessive denand 
and potential slump, the rationing of capital (instead of physical resources) 
would in theory provide one means of preventing a boom as an alternative 
to a rise in interest rates. Non-Socialists will regard it as a distinctly inferior 
method, however, since in these conditions a rise in interest rates would not 
be deflationary and most people would have more confidence in the judgment 
f the general body of inv z rs (especially where new and untried products 
are concerned) than in that of a bureaucratic tribunal. 

Unfortunately, the budgetary problem of the national debt is likely to 
bias any future government, regardless of its political complexion, in favour 
of cheap money at all costs. There are two dangers in particular which have 
to be closely watched : the promotion of excessive investment at artificially 
cheap rates by a select group or favoured industries, at the expense of other 
industries prevented from raising capital altogether ; and (what is perhaps 
a particular instance of this general tendency) the refusal of finance for new 
commodities or techniques that would have been given a chance in a free 
capital market. Moreover, if the flow ot investment is seriously distorted 
from its natural channels, there is a danger that the control will ultimately 
be widened considerably beyond mere regulation of access to the market. 

Mr. Hawtrey points out in Economic Destiny: “ New capital flotations 
could be controlled, but it would be very difficult to exercise any eftective 
control over the raising of capital by private arrangement. And not merely 
the raising of capital but its application have to be controlled. Capital 
outlay might be steered away from the less desirable (but more profitable) 
enterprises, but it would be easy in many cases to adapt equipment primarily 
installed for an approved purpose to serve another. Indeed, there is no 
need to dwell on the futility of hoping to dissociate production from the 
motives of price and pro fit, while still relying on those motives as the funda- 


mental economic incentive. 


IT is a commonplace that our resources will inevitably be seriously strained 


for some time to come, owing to the loss of investment income and the need 
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105 
to modernize industry and make good war damage of all 

Our kinds. A detailed estimate of our possible post-war standard 
Future of living on various assumptions has been worked out for the 
Standard London and Cambridge Economic Service by Dr. T. Barna, 
of Living who needs no introduction to readers of THE BANKER. The 
distribution of our manpower between the various main 

branches of production and their contribution to the national income in 1938 
are shown in the first two columns of the table below. Dr. Barna estimates 
the working population of 1950, allowing for a raising of the school leaving 
to 16 but a reduction in unemployment to 500,000, at 21,080,000, an 
increase of some 4 per cent. over pre-war, but an effective increase of 94 per 
cent., allowing for a higher proportion of men. The resources available 


ve 
cde 


for private consumption are then estimated on a series of assumptions—no 
change in productivity, a very moderate increase or a fair increase; and a 
wholly inadequate investment programme only one-quarter higher than 
1938 in terms of net investment, or a more reasonable investment programme 
(including some aid to Europe) representing double the 1938 net rate. If 


OUTPUT EMPLOYMENT 


(Output in {m. . nd Employment in ’oo0’s) 





AND 


1935 1950 ] 1950 
Model 1* | Model 47 
{m. ‘000 £m. "000 £m. *000 
Consumption ‘ 2,710 12,735 | 2,705 (71,750) 2,550 (71,450) 
Government .. 634 2,5 5 793 3,020 793 2,940 
Ex} { 1,875 684 2,590 | 513 2,040 
Inve I nt I ) 643 3,105 704 ,09g0 } 1,005 4,050 
- 
4,49} 20,230 | 4,940 21,050 5,494 21,080 
‘ ~_ | ous 
* No change in productivity over 1935 Light investment programme. 
tf 20 p r cent. incr ase in productivity In investment and export industries, 10 per cent. in 


umption industries, 5 per cent. in Governn.ent non-war services, Heavy investment pro- 


gramme and {100 millions of aid to Europe 


productivity were no higher than before the war, the heavier investment 


programm would necessitate a cut in consumption to one-eighth below pre- 
war. Even the highest assumed rise in productivity would permit a rise of no 
more than 5 per cent. in the standard of living if investment were at the higher 
level (which is certainly not in excess of needs). A substantial rise in con- 


sumption (to 17 per cent. above 1938) would become possible only through the 


combination of a substantial 1ise in productivity with a wholly inadequate 
mvestment programme. 
, 


These figures bring out strikingly the futility of any dreams of easy 
prosperity or of unlimited bounty from the cornucopia of the State. Dr. 
Barna points out that a reduction in working hours—and the 40-hour week 
is now an official object of T.U.C. policy—would be quite incompatible with 
a real investment programme (apart from the inflationary efiect of such a 
neasu It is evident, too, as he says, “‘ that an increase in productivity 
considerably larger than (his most favourable assumption] is necessary in 


order to produce the requirements of extended public services, a reasonable 


investment programme, exports to finance our imports, and to sustain an 
unresiricted private consumption without the aid of unduly high taxation 
or inflation As to the prospects of securing the necessary rise in efficiency, 
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there is little solid evidence either way. So far as technical factors are con- 
cerned, for example, we know that productivity has fallen seriously in coal- 
mining and some other basic industries, but has risen in the engineering 
industries working on huge standardized preter a % orders that make 
possible mass production methods. On the other hand, we do not yet know 
how far the scientific advances of the war will ‘ne applicable to peacetime 
production, though on this point experience after the last war is probably 
encouraging. But technique quite apart, institutional, organizational and 
even psychological factors are immensely important. There can be no denying, 
for example, that British industry is riddled with monopoly and with re- 
strictionist —— s, both on the part of labour and of managements. The 
abandonment of work-spreading practices which hamper efficiency, and the 
infusion of a little healthy competition, would undoubtedly permit a very 
considerable rise in productivity over the pre-war level, regardless of any 
changes in technique. Unfortunately, we do not know whether a few years 
of prosperity and full employment will help to render both sides in industry 
less depression-minded, or on the contrary will still further impair productivity 


1. 
Ine, 


by undermining all industrial disci 
WHEN the monetary purge was carried out in Belgium last October, it was 
intended that this should be supplemented by a special tax on geste il or the 
wartime increment of capital, since otherwise the entire burden 

Belgium’s of the deflationary blocking * notes and deposits eal have 
Capital fallen arbitrarily on those who happened to hold substantial 
Pax liquid assets at the time of the purge. After discussions 
lasting nearly a year, and involving three successive Finance 

Ministers (M. Gutt, M. Eyskens and M. de Voghel), the Belgian Parliament 
has now voted by a large majority for the Government’s capital tax plans. 
As amended in the course of the protracted discussions, the tax on capital 
increment will now represent: (1) 100 per cent. confiscation of all profits 
resulting from sales to the enemy; (2) taxation ranging from 70 to 95 per 
cent. of legitimate increases of capital on assets that have changed hands 
since 1940, the monetary appreciation on assets which have not changed 
hands being exempt. In addition there has been only a slight modification 
of M. Gutt’s original proposal of a flat 5 per cent. tax on all capital in excess 
of a personal allowance equivalent to £230. This is apparently accepted by 
the majority of the population, which recognizes that a capital tax of this 
kind, applied in funding national debt, will permit lower income taxes in the 
future. On the whole, these proposals seem reasonably appropriate to the 
circumstances of a country which has suifered both enemy occupation and 
an extensive inflation of purchasing power, exceeding the rise in basic wage 
rates. Though the desirability of such drastic measures is open to diecumian. 
and the purge has been prevented by circumstances from achieving all that 
french monetary experts freely admit that this has left the 


Belgian france in a much healthier position than their own sadly over-valued 
currency. One special source of opposition to the capital tax plan was the 
fact that so many Belgian citizens had concealed their assets before the war 
in order to evade income tax, and thus stood to have even their pre-war capital 
largely confiscated. While M. Gutt was uncompromising on this point, the 
present Finance Minister has embodied in his proposals a fiscal amnesty, 
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allowing citizens to amend their previous tax returns and save their pre-war 
capital on payment without penalty of the taxes due. The capital tax will 
thus yield information about the real ownership of property in Belgium of 
enormous value to the revenue authorities. Toge ther, the taxes are expected 
to bring in some £340 uitlions. 


WHEREAS October is normally a month of fairly heavy credit expansion, the 
clearing bank returns this year show a quite sizeable drop in deposits of 
£39 millions, compared with an increase of over {91 millions 

Contraction in the corresponding month last year. This exceptionally 
in favourable showing was, of course, th e result of the Thanks- 
Deposits giving Savings drive. Tak ing September and October together, 
there was a net fall this year of £16 millions, as contrasted 

with a jump of no less than {181 millions in 1944. In consequence, the 
addition to deposits on the year has fallen back to £516 millions at the end 
of October, or close on £200 millions less than the expansion over the peak 
twelve months period to end-August. It may be noted, incidentally, that 
outstanding issues of tax certificates showed a trifling decline of £3 millions 
over the two months. Obviously reflecting the banks’ own purchases in 


LEARING BANK RETURNS 
Change on: 

r— ee ————— 
Month Year Aug. 1939 

£m. £m. £m. 
its .. a ,858 38.9 + 516. + 2,613.8 
= : 4. 4 60 280.4 

ney - 20 24.4 +- 9. 

Dis ints ov 38 20.1 19 
T.D.R . aif .925 — 45.5 + 358 
Investments es ,17 r 32.3 
Advances si + 20 


t 


ow 


age 
oC 


nut 


a 


onnection with the Savings weeks, investments show a further recovery of 
{32 millions, making a cumulative addition of £55 millions since the end of 
ly, which largely offsets the declines of the preceding months and leaves 
this item only {14 millions below the wartime peak touched in November 
last. A more striking movement is the sharp rise in advances, which leaves 
this item substantially higher on the year, though still more than £200 millions 
down since the outbreak of war. For the most part, last month's recovery 
doubtless reflects borrowings for the finance of reconversion, though a special 
factor is stated to have been insur ance company borrowing to fin 
stantial purchases of the tap issues in anti icipation of a cut in 
these securitics, as foreshadowe by the Chancellor, when the gs] il $ 
Campai has come to an end. ‘hough the policy of the banks with re 
to such advances does not appt » be uniform, it would surely be taku 
purist view to regard them as infringing the general ban on 


ding fo r pur] OSES 


ler 
of 


f Ra he ani ’ een , . inne . . , 
Of speculation, the more so as the companies art pro ssional dealers in 


CurT1lics., 


GIVEN this combined increase of close on {60 millions in the two main earning 


assets, it follows that the whole of the brunt of the month’s contraction in 
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deposits, and much more, has fallen upon the remaining items. 

Reluctance Net encashments of T.D.R.’s provide the full counterpart 
to Encash of the banks’ security purchases during the month, but even 
r.D.R.’s so the money market assets are down by over £50 millions. 
This latter movement strikingly reflects the exceptionally tight 

conditions prevailing int he discount market following the announcement of 
the cut in short-term interest rates, and resulting from the reluctance of the 
banks to pre-encash deposit receipts bearing 1} per cent. interest, or 4 per 
cent. more than the return from newly-issued T.D.R.’s. That is obviously 
a transitory situation which has served only to emphasise the flexibility impar- 
ted to the credit mechanism by this admirable security under normal conditions. 


OTHER things equal, the reduction in call money rates, on bonds equally 
with bills, might have been expected to stimulate an advance in short-dated 
gilt-edged. As it turns out, the expectation that these will 

Why now be paid off at the earliest instead of the latest optional 
Shorts redemption date has caused liquidation by the general public 
Have of such bonds standing at a premium (which now has to be 
Fallen amortized over a shorter period). Even so, one would have 
expected such selling to have been readily absorbed by the 

discount market, whose margw of profit has been substantially widened by 
he reduction in call money rates. That this ready offtake has not, in fact, 
materialized can be ascribed partly to the abnormal stringency in market 
conditions but mainly to a more lasting factor: namely, that the market 
houses are already carrying short bonds up to the full limit of the permitted 
eight-to-one ratio of such holdings to their own capital and reserves. If it 
is desired to support the short as well as the long market for Government 
securities (as would seem highly advisable in view of the heavy maturities 
in the next few years) it will be intriguing to note whether the nationalized 
Bank of England will insist on the marxet raising more capital in the interests 
of soundness and a healthy age or will permit an increase in the pro- 
portion of bond holdings to capital, as a gesture of confidence in the 


freasury’s intensified cheap money policy 


Do Banks Require More Capital ? 
By F. W. Forge 


NE of the phenomena associated with the finance of the war now ended 
] 
f 


has been the great expansion in bank deposits. This is, of course, 

inevitable under a system that places upon the banks the duty of taking 
up any Government olferings not absorbed by genuine savings. But the 
effect is not the less startling for that. Early in 1922, the total deposits of 
the ten London clearing banks, as they then were, touched a temporary peak 
of {1,872.2 millions. After fluctuating between £2,237.8 millions (December 
1936) and {1,624.7 millions (March 1926), the figure for the same banks stood 


at {2,121.4 millions in June 1939. Actually, “this slightly exaggerates the 
net rise since there had been some minor fusions in the interim. The figure 
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six years later was some {4,577 millions, or more than double. As an 
alternative basis for the comparison, the figures have been extracted for 
the banks now known as the “ Big Seven” and these results are tabulated 
below : 


CHANGING RATIOS FOR “ BIG SEVEN” BANKS 


k estimated 


The figure of net deposits has been obtained by deducting from the gross 
figures balances with and cheques in course of collection on other U.K. banks 
plus items in transit. 

During the period of the war, there has been no addition to the paid-up 
capital of the banks, while the growth in published reserves is a mere £4,600,000, 
It is impossible to make more than a very rough guess at the total of reserves 
which are not disclosed, and the absence of this information to some extent 
vitiates the figures. However, insofar as the question whether additional 
capital is needed turns largely on the reactions of the general public, it is the 
published figures and not the true position that matter. 

Before proceeding to examine this question, it may be well to set out 
the actual capital structure. It will be seen that of the authorized capital 


CAPITAL AND RESERVES OF “ BIG SEVEN” BANKS 


of the seven banks all but {26,700,000 is issued, while of the issued capital 
less than 31 per cent. has been called up. But of the uncalled capital almost 
82 per cent. is reserve liability, which can be drawn upon only in the event 
of liquidation, leaving some 18 per cent.-—or less than £30 millions—which 
could be called in the ordinary course. (There is an additional liability in 
the case of the shareholders of three banks for note issue, but the only issue 
in existence is that of the Isle of Man, which is neglible in amount.) There 
are in some cases reservations as to the form in which capital now authorized 
may be issued, and it is evident that, even if these were waived and the whole 
unissued capital called up at once, it would still be impossible to restore the 
pre-war ratio between capital and reserves on the one hand and deposits 
on the other. For reasons which have been discussed more than once in 
recent articles, there is virtually no prospect of the adjustment being brought 
about by a reduction in deposits, such as occurred normally in periods of 
depression. If, therefore, there is any particular virtue in the pre-war relation 
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of some 15 to one between deposits and capital plus published reserves, it is 
evident that, for most of the banks, some exceptional action will be necessary. 

In view of these facts, one may ask whether there is any virtue in the 
pre-war proportion. On the general question of the adequacy of any par- 
ticular percentage of cover American experience is illuminating. It appears 
that the capital accounts of American National banks averaged in the decade 
1865-74 about 37 per cent. of total assets—they would have been an even 
larger proportion of deposits, possibly 60 per cent. By 1915 the figure was 
around 174 per cent. and four years later had fallen to under 12 per cent. 
From that point there was an improvement to around 14 per cent., which 
was reversed in 1930, after which the figure fell steadily to about 7 per cent. 
for 1944—equivalent, possibly, to 7} per cent. of deposits only. 

During the period of the later ’30s and early ’40s the ratio of capital ac- 
counts to assets other than cash and Government securities was relatively stable 
for these American banks, and it is to be noted that there was considerable 
stability also in this country, with an improvement in the average during the 
war years, due to the decline in advances. The American experience suggests 
that there has been a progressive ‘“‘economy”’ in the use of capital and reserves 
over a long period. It is true that American banks have not the stability 
of British banks, but it is clear that this is not due to any absolute inferiority 
in the capital cover, since it has, over a considerable period, two decades at 
least, been higher than that of British banks. 

The plain fact is that, while a large capital is a distinct protection to 
depositors in face of a minor loss, it is likely to afford very little protection 
against anything like a heavy fall in values. Against that contingency the 
holding of a large proportion of total assets in a non-depreciable form—and, 
of course, the quality of advances in general—is the best protection. The 
following comparison, adapted from a recent publication of the National 
Bureau of Economic Research, adequately illustrates this point. In case 
“A” the bank has a capital of 20 and deposits of 180, of which the whole 
of the former is a non-depreciable holding and the whole of the latter in assets 
carrying certain risks. In case “ B” the capital is only 10, but 40 of a total 
of 190 is in safe and 150 in risky holdings. The effect of varying rates of 
loss is as follows : 

Fall in 
Depreciable Case A—Loss to Case B—Loss to 
Assets % Stockholders Depositors Stockholders Depositors 
10. 18 oO 10 5 
20. 20 16 fe) 20 
33-3 20 40 fe) 40 
40. 20 52 fe) 50 
50. 20 7o fe) 65 


It may be argued that the higher rates of loss are improbable here, but 
in theory that is not a contingency which can be neglected. Further, the 
holding of relatively high yielding assets would be encouraged by an increase 
in capital, since there would almost certainly be an urge to maintain dividends 
and, therefore, to increase profits. 

The argument is put forward that, as the whole addition to this country’s 
deposits during the war is represented either by Government paper, or by loans 
to take up Treasury bills or by cash, there can be no increase in risk to the 
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depositors merely from the increase in their volume. It is extremely difficult 
to take seriously y argument which suggests that a depositor in one of the 
in fact, run any risk of losing his money. If such a 

to be supposed to exist, it could only be in the wildly improbable event 

some disagreement between the banks and the financial authorities of so 
serious a nature as to cause_the latter to incur the extreme inconveniences 
which would arise from run on the banks. In those circumstances, it is 
lifficult to suppose that the holding of huge blocks of Government securities 
, be anything more than an inconvenience to the banks. 
They held or financed, in fact, at June 30 some 33.5 per cent. of the total 
floating debt, of which the major part in the form of T.D.R.’s is not negotiable 


4 
1 
would, at worst 


except by conversion into other longer-dated Government stocks. If the whole 

| these were converted, the seven banks alone would hold 17 per cent. of the 
longer-term Government debt. Is there the slightest chance that they 
could dispose of more than a negligible fraction of this amount without driving 
down the level of prices to a point at which they would, in fact, lose a large 
part of their capital and reserves ? 

This discussion appears, however, to be purely academic. Any Govern- 
ment would certainly not allow its ] ey to be jeopardized by any such event. 
If only to protect the value of its own securities, it would find means to enable 
the banks to meet any demands made upon them. Nor is there likely to be 
any drive on the part of the public that the banks should increase their capital. 
[t is extremely difficult to say, in existing circumstances, what relation should 
exist between capital and total liabilities. Evidently, if the main business 
of a bank were to finance trade and industry at short term, there ought to 
be a reasonable proportion between the cover which stands behind the deposits, 
that is the capital and reserves of the bank, and the total amount of money 

nk = loans which carried some appreciable element of risk. Evidently, 
the desirable proportion would depend in the main on the degree of risk 
underti ss ‘n and it ought to be sufficiently high at all times to take care of the 
possibility of a deterioration in the position of trade or paar rip 

Under normal circumstances, a Io per cent. cover would almost certainly 
be considered extremely strong, but it is equally probable that the existing 
cover of under 3 per cent. would be considered unduly small. But the present 
positi s so highly artific ial that it is extremely doubtful whether normal 
criteria are of any great value in dk TT nining what is desirable. If liabilities 

n acceptances and endorsements are left out of account, the only com nercial 

1 industrial risks reflected in the otter balance sheets are advances to 

mers (and a large part of these are advances to individuals, which are 

ht-forward overdrafts often secured, in the last analysis, on Govern- 

n stock). The proportion of advances to capital plus reserves is now 

certainly less than it was on the average in peacetime. In view of the declared 

policy of maintaining full employment and of preventing any fall in prices, 

however, there would seem to be some justification for maintaining a higher 
itio of advances to capital plus reserves rather than a lower on 

In short, it is not easy to set forth any logical grounds for demanding an 
iicrease in bank capital for purely banking or economic reasons. None- 
theless, some bankers at least feel that it is desirable to keep some proportion 
between turnover and capital resources. They might well feel that the pre-war 


proportion of one to fifteen was no longer necessary, but they might also 
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consider the present figure rather exigous. It is to be noted, however that 
to raise additional capital will merely substitute for a liability to a depositor 
one to a shareholder. It will in no way alter the composition of the bank’s 
assets or increase its earning power by one iota. Such an increase, of course 
might nevertheless be unavoidable if some higher authority were to require 
some fixed relationship, as the Bank of England, doubtless with Treasury 
approval, did in the case of the discount houses. Undoubtedly, the banks 
would themselves take action to increase their capital if there were the least 
hint that such a policy is thought necessary. But a board of directors which 
demanded an increase in capit r purely to conform with a dictate from outside 
might very well feel justified in distributing a larger share of total earnings— 
if that were permitted—since it would already have the funds as subscribed 
capital which it had intended to retain from profits as additions to reserve. 
If this were not done, and if no increase in earnings resulted, the addition to 
the capital would be a pure loss to shareholders. 

A compromise solution which seems to have some merits might be worked 
out on some such lines as the following. It was revealed at the time of the 
Macmillan enquiry that the unpublished reserves of the banks were equal 
to at least the total of their published reserves and paid-up capital. There 
must have been substantial additions to them since that time as a result of 
appreciation of gilt-edged holdings due to the fall in the rate of interest. 

Since it is the figure of publish 1ed reserves and paid-up capital that catches 
the eye, would it not be reasonable to use some of the hidden reserves to pay, 
up callable capital, or, where this was insufficient, to issue bonus shares on 
the strict understanding that no increase in the dividends paid resulted from 
this operation. 

This would confer some slight benefit on the holders of the shares con- 
cerned, but it would be quite according to precedent to make such payments. 
It has been done by banks in the past and has been adopted by at least one 
insurance company even during the war. 

[t is not to be supposed that the banks would wish to dissolve the whole 
of their hidden reserves in this way, but they might think it not imprudent 
to devote 40 or 50 percent. of them to the payment. This would increase 
the cover for deposits to 44 or 5 per cent. against the pre-war figure of 6.4 
per cent. It would also increase the percentage of capital and published 
reserves to advances to something of the order of 30 per cent. It might 
then be agreed that, if this figure “showed signs of falling below the pre-war 
average of 15 per cent. for any bank, it should issue fresh cz pital. Presumably, 
with advances at the level this arrangement postulates, there would be little 
difficulty in maintaining the reduced dividend rates which would prevail 
on the capital as increased by the capitalization of reserves on such new money. 


Anglo-Chinese Chamber of Commerce 


An Anglo-Chinese Chamber of Commerce has been formed in London with Lord 
Teviot as President, Mr. Tuh-Yueh Lee as Vice-President and Mr. J. H. Tresfon as Chair- 
man. In addition to many well-known industrial firms, several banks are numbered 
among the members, including Lloyds, Midland, National Provincial and the Bank 
of China. The Chamber proposes to invite prominent Chinese industrialists to visit 
Britain to discuss in detail the economic needs of China and to study the organization 
and potentialities of British industry. Its address is 14 Stanhope Gate, W.1 (Telephone : 
Grosvenor 4521, extension 15). 
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A Common Currency ? 
By the Editor 


NE of the most cherished dreams of the amateur monetary reformer 

(to use the polite term) is the belief that the ultimate ideal of monetary 

evolution would be a state in which all countries in the world would 
have a common currency—when the citizen of any nation could simoly take 
his own money abroad with him and spend it wherever he goes. This fantasy 
crops up from time to time, for example, in the writings of Mr. H. G. Wells 
and forms an obvious corollary to the idea that in the political field the 
ultimate achievement to be desired is the substitution of a single all-embracing 
world government for a multitude of national governments. Whatever may 
be said of this political ideal, which is not our concern, it can be siid at once 
that the development of a single world currency would represent a definite 
setback and a reversal of progress in the monetary field. What the amateur 
can never understand, of course, is that a common world currency is to all 
intents and purposes identical with the traditional gold standard. And as 
everybody now realizes, the mechanism of the gold standard embraces features 
which make it unsuitable and even dangerous under modern conditions of 
rigid wages and prices. 

The chief objection to the gold standard, moreover, is this very fact that 
the money of one country can be exported and used abroad, which is regarded 
as the ultimate goal by the Wellsian reformers. Whether it is the actual 
circulating medium which is exported, or whether a reduction of the monetary 
stock in one country and its expansion in another is brought about indirectly 
by a complicated series of adjustments, is really quite immaterial. If we 
examine these processes, it will become clear both why the gold standard was 
in essence a common currency and why modern monetary thought represents 
definite advance on the Utopian dream. 

It must be conceded that the idea of unitary money has a certain superficial 
appeal. There is an obvious convenience in the fact that a traveller from 
London to Manchester can take pound notes in his pocket without further 
ado and that a Londoner buying goods from Manchester can simply draw a 
cheque on his banking account in payment. Would it not be a logical develop- 
ment of the same process, and a still greater extension of convenience, if 
precisely the same methods could be adopted for travel and trade between 
London and Paris and London and New York? All the difficulties arise, 
of course, out of the fact that it is much simpler to adjust for a disequilibrium 
in the balance of payments between different regions of one country than 
between regions separated by national frontiers. If Manchester has an 
import surplus from London, for example, there will be an actual transfer 
of money (whether notes or bank balances) from Manchester to London. 
This balance on current account may at once be corrected through the medium 





of the banking system by development Iending—the savings of the London 
area will be made available for an expansion of advances in the Manchester 
area. In this event, total incomes in the Manchester area will be maintained 
by increased activity in the capital goods industries there, creating new 
assets that will in time help to redress the initial deficit on current account. If 
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this does not happen, total incomes in Manchester will decline and there 
will be a local deflation. This, too, can be met by a variety of adjustments. 
Nowadays it is accepted that loc: ties d unemployment can often best be met 
by a full employment policy with public spending designed to “ take the 
work to the people. ’”’ But even in the absence of such special intervention, 
there are no artificial obstacles within a single political area to freedom of 
inter-regional trade (which mitigages any “transfer problem ’’) or to actual 
migration of labour, as of capital, from one part of the comming to another 

Adjustments such as these can take place only with much greater dil ficulty, 
if at all, across national frontiers, which inevitably impose some obstacles 
to this free mobility of resources, obstacles which are invariably heightened 
by national policies. Where complete mobility is lacking, any monetary 
system which seeks to restore equilibrium in payments between different 
areas by reducing the monetary stock in the area with an adverse balance 
is likely under modern conditions only to produce mass unemployment— 
and unemployment which the local monetary authority is precluded from 
eliminating by expansionist measures, on account of fears for its balance of 
payments and the external parity of its currency. 

The archetype of such systems, not recognized by the Utopians as repre- 
senting in varying degrees their desired common internati eg currency, is, 
of course, the gold standard. Let us see how this works. Suppose that 
in the United States and Britain the entire money stock consisted of one- 
ounce gold coins, which were in circulation and freely exportable, there being 
no banking system. A traveller from London to America could simply take 
gold coins with him and spend them there, and an import of goods from 
America would be paid for by an export of gold coins. If the volume of 
trade and travel in each direction were equal—if the balance of payments, 
that is, were in equilibrium—no difficulties would arise and everybody would 
benefit by the extension of the homogeneous monetary area across the Atlantic. 
But suppose that more coins were leaving Britain than coming here. The 
total of spending here would be reduced and incomes would fall, leading 
under modern conditions to unemployment. Moreover, if the fall in incomes 
vere made good by public spending, this would merely accelerate the exodus 
of gold. Freedom to export the money stock could only lead to a deflationary 
spiral unless labour, capital and goods could migrate across the Atlantic with 
the same facility as between London and Manchester. 

Now let us suppose that the gold coins were withdrawn from circulation 
and replaced by notes, each covered as to 100 per cent. by gold. The basic 
situation would obviously be completely unchanged if in the United States 
35 dollars were issued in respect of each ounce of gold and 7 pounds were 
issued in this country. Traders and travellers would then have to exch. inge 
one pound for five dollars ; but tor all practical purposes their money could 
be spent with equal ease and equal advartage in either Buitain or leg 
so long as the parity of five dollars to the pound remained unchanged—and 
the freedom to convert dollars into pounds at this rate without limit would 
automatically ensure its maintenance. 

This point being est ablishe d, it becomes equally self-evident that the 
basic ‘‘common currency ”’ situation is not impaired either if the monetary 
stock on each side comes to consist of bank credit and fiduciary notes as well 








THE BANKER 





as, or instead of, gold coins or notes completely backed by gold. In this 
event, a deficit in the balance of payments will not automatically be covered 
by the shipment of an equivalent quantity of gold. And for this, of course, 
the pyramiding principle is responsible. Shipment of a certain quantity of 
gold will produce a much greater contraction in the money stock, an1 therefore 
in the total spending of the losing country, and should in theory produce a much 
greater expansion in the receiving country. Nevertheless, the two currencies 
will still be completely interchangeable so long as gold shipments are free 
(subj ct, of course, to the very small deviations between gi Id points resulting 
from the costs of transfer). 

In other words, the Wellsian dream was already accomplished, so far as 
western civilization was concerned, under that much abused nineteenth 
century institution, the conventional gold standard. Under nineteenth ceatury 
conditions, moreover, that institution worked, on the whole, beneficently, 
though even then with reservations due partly to lack of perfect mob‘lity and 
partly to the fact that all transfers of capital do not represent immediate 
physical investment. Under modern conditions, it must be repeated, any 
system which calls for local deflations as part of the international mechanism 
of adjustment must involve great hardships and waste of resources. Tinough 
it is desirable to maintain the advantages of a “‘ common currency ”’ system 
so far as possible, it is highly desirable also to have the safety-valve of changes 
in exchange rates if the level of wages and prices in a particular country 
should get seriously out of line with the rest of the world. Instead of exporting 
part of the money stock, and so reducing the total of internal money incomes, 
it is easier to depreciate the exchange, thus cutting down its international 
purchasing power and stimulating exports to the extent required to rectify 
the balance of payments, but avoiding the serious diificulties attendant on 
severe deflation. 

This compromise is, of course, the underlying philosophy of the Bretton 
Woods scheme. By fixing initial rates of exchange and providing for multi- 
lateral convertibility of currencies, this would ensure for members the very 
great advantages of stable exchange rates and a common international currency 

a system which tends, if it 1s allowed, to produce the maximum benefits 
of international trade and the international division of labour. But it 
ognizes that these advantages would be too dearly purchased if a member 
with an adverse balance of payments were compelled to deflate in order to 
safeguard the rate of exchange in force for its currency. Hence the provision 
for adjustments of the exchange rate in the event of a “ fundamental dis- 
equilibrium ” (a disparity between a domestic price level and that of the 
outside world). Hence, too, the instruction that the fund must approve a 
change in parity if a fundamental disequilibrium is established and must 
take for granted the domestic, social and economic policies of the member 
concerned. Tor in these days the one method of adjustment which must be 
ruled out of account entirely is that of reducing the level of money wages ; 
and no national government couid place itself in a position where it could 
be instructed to create internal unemployment by deflationary measures, 
as balancing its budget when deficit spending was needed to maintain 
national income. The Bretton Woods plan, in other words, would seek 

the maximum advantage for all concerned by securing free multilateral 
convertibility of currencies at all times, but with the safety-valve of divorcing 
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domestic price levels from the world price level should a serious divergence 
place a strain on the parity in force at a particular moment. The plan is, 
therefore, the complete expression of modern monetary thought, which 
recognizes both the advantages and the disadvantages of the conventional 
gold standard. 





Post-War Trade with Europe 


By Service Etranger 


T was already clear by D-Day that Europe would tome out of the war 

with her stores of food and capital goods severely depleted. ‘Nothing 

that has happened since has tended in any way to lessen the gravity of 
the situation. Nevertheless, economic life must go on. By some means, 
areas of surplus coal must be forced or induced to exchange their products 
with areas of surplus food, and for this to be possible so n2 mediun of exchange 
must be devised and maintained. In the restoration of this minimum of 
organized economic life for Europe, no nation is more interested than Britain ; 
for without revival of international trade she will be unable to maintain her 
population, and far less will she be able to consider meeting her accumulated 
obligations. It is for this reason that our country has taken the initiative 
in gathering up the broken economic threads wherever possible and as soon 
as possible, and she has done it so vigorously that we can now begin to measure 
the extent of the problem before Europe and before ourselves. 

The importance of the Continental market for Britain, and the Continent’s 
value as a supplier of the imports which we must have, were well known to 
bankers in London before the war, though they seem to have been little 
understood by some of our national newspapers. One of our main tasks is 
to help to lift this commerce back at least to its 1938 level as quickly as 
possible, so that once again we shall be able to do business in our nearest 
and largest market. Before the war, Britain’s trade with the Continent 
represented a third of our total exports and the same proportion of our imports. 
The table overleaf shows how it was divided between the different groups of 
countries that have been created by the events of the past eighteen months. 
In the grouping, U.S.S.R. must be read to include the absorbed republics 
of Estonia, Latvia and Lithuania, while Norway has by anticipation’ been 
included among those countries with which we have concluded agreements. 
The ‘‘ Soviet Sphere ’’ embraces Poland, Hungary and the Balkans (excluding 
Greece). Finland appears among the “‘ agreement countries,’’ yet her future 
development is so dependent on Russian wishes that she has an equal claim 
to be regarded as falling within the Soviet Sphere. The four neutrals are 
Switzerland, Portugal, Spain and Turkey; with the last two of these we 
have agreements of sorts, but they differ so markedly from the set of agree- 
ments concluded during the past year that it would be misleading to lump 
them in with countries such as France and Belgium. Austria and Czecho- 
slovakia,? standing at the Danube crossroads, are shown separately, as is 





! The anticipation has now become a fact. 
2 Since this was written, Czechoslovakia has become an ‘‘agreement’’ country, but this 


lopment does not materially affect the general argument. 














partitioned Germany. 


BRITA > PRE-WAR TRADE WITH CONTINENT 
1935 

Imports of Exports 
U.K. Goods to U.K. 

{m. fm. 

A nt "’ Countries .. ¥ ae 86.6 174.0 
Four Neutrals... wa vr ia 12.4 17.8 
oem. « = wi as es 2 29.3 
‘Soviet Sphere”’ .. sa as a 8.9 18.8 
Germany .. os es ee o8 20.0 30.2 
Austria. he = na se :.3 ey j 
Czechoslovakia .. ai is ‘fi 2.9 6.9 
143.9 278.7 

—- — 

fo oO 

As of total imports or exports ae 30.5 30.3 


These totals of our European imports and exports show how urgent for 
us is a Continental recovery. The countries most likely to recover their 
pre-war level of trade should be the four neutrals, for they have been spared 
both the destruction and the crushing financial burden of warfare. Un- 
fortunately, none of them was ever a large supplier of Britain’s essential 
wants and none of them has constituted in the recent past a large market 
for our goods. Nevertheless, Switzerland has for decades been a valuable 
source of precision articles and her contribution is particularly needed now. 
We, in return, can lift our sales to a level much higher than pre-war if we 
can make the goods. The paralysing of Germany must force Switzerland 
r many years to come to seek large lines of manufactures elsewhere, and 
there is no reason why we should be unable to compete successfully with 
Canada and the U.S.A. for her favours. ; 
Portugal lacks the natural resources and the economic structure needed 
to achieve a prominent position in international trade, but there exists a 
long tradition of Anglo-Portuguese commercial intercourse which both 
countries would be wise to turn to account. Unfortunately, the poison of 
exclusive nationalism is already at its impoverishing work and the fruitful 
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sritish immigrants is being discouraged just when wisdom 


calls for an increase. In Spain there has in the past been something of the 


same enrichment from 





admixture of two stocks, but the political climate 
is distinctly unfavourable to a growth of trade. Well-established Spanish 
importers are able to make payment and, here again, as with Switzerland, 
the absence of German supplies has created a vacuum; but it is a sound 
instinct that leads London bankers to be unwilling to grant their Spanish 
friends a renewal of the old credit lines and that causes them to advise British 
exporters to insist on receiving payment under confirmed sterling credits. 
Of Anglo-Turkish trade, perhaps the less said the better. A few months 
ago, after years of manceuvring, an agreement was reached whereby it seemed 
that at last it would be possible for our exporters to be sure of being reimbursed 
romptly when payment to a Turkish bank for approved imports was made 
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by the importer. Somehow or other these hopes have been completely dashed 





ind at the moment any order from Turkey is scrutinized very carefully. 
the “‘ Agreement ” countries are a mixed lot. The table shows how largely 


they bulked in our 1938 trade. On the supply side, Denmark’s sales of nearly 
{38 millions were outstanding, but Holland, Sweden and France each sold 
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us over £23 millions of goods, while Finland and Belgium were only just 
under the £20 million mark. Denmark’s and Sweden’s response to the re- 
sumption of trade has been prompt and hearty. Our banks are rejoicing 
at the sudden upswing in their sight documentary credit figures for these 
countries, while some of our exporters are already resuming business on a 

thirty days’ sight D/A” basis. There are indications that Sweden is supply- 
ing us with more goods than we can at present send in return. Before the 
war we customarily bought much more from Sweden than we sold (the balance 
in her favour in 1938 was £13 millions) and one would not have thought it 
too much to ask that she should be content to see a reversal of this trend 
for a year or two. One or two voices have been raised in Stockholn drawing 
unfavourable attention to the recent disparity, but a country so attentive 
to its economists is hardly likely to maim the goose that lays the golden eggs 

Apart from Denmark and Sweden, none of the agreement countries can 
as yet show much for the uadertakings entered into with us. There is room 
here to touch on three of them only—France, Holland’and Finland. France, 
armed with a good deal of gold and a great deal in the way of credit facilities, 
is busy buying capital goods and food for her workers and her machines. 
At Fes. 200 to the pound it is all very good business, but it clearly cannot 
go on for ever. And when the hour strikes for the traffic to flow in the opposite 
direction, what then? The French themselves realize that the future will 
demand big changes; and very little of Britain's £24 millions of imports 
from France in 1938 would be classed as essential to an austerity debtor 
nation such as we shall be for the next decade. Add to this the problem 
of the present over-valuation of the franc and the serious internal obstacles 
to the necessary redistribution of industrial layout, and it is not surprising 
that on both sides of the Channel optimism tends to be restrained. 

The Dutch have been much worse hit than the French, but they have 
risen to the occasion with almost unbelievable vigour. Even so, they are 
relatively few in number, their mother country is poor in natural resources 
and they are dependent to an extent proportionally greater than any other 
nation on theit income from foreign investments. The dz mage wrou, ght to 
the Netherlands’ receipts from overseas by the five years’ separation from 
their East Indies empire cannot yet be measured and events in Java are 
ag encouraging for the future. The flooded lands from Walcheren to 

he Zuyder Zee, too, will find it hard for many a long day to produce the 
quantities of foodstutis and bulbs that formed so large a part of the £30 millions 
of goods that found their way to us each year before the war. Nor will Holland, 
faced with her shattered balance of payments, be able rapidly to regain the 
high standard of living that once enabled her to be a notable importer of 
high-class English manufactures. 

To most English bankers Kinland spells timber. Before the war, over 
a million standards a year found their way to our ports from Abo and half 
a dozen other little towns in the Gulf of Bothnia. These cargoes constituted 
about a fifth of our total timber imports and the chief items sent in partial 
return were coal, machinery and vehicles. Under the terms of the Russo- 
Finnish reparations agreement, it is still possible for timber to come to us, 
but deliveries have lagged painfully behind schedule, partly because so much 
of the country’s activity is being absorbed by the production of the kinds 
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of goods demanded by the U.S.S.R. That may prove only a short-term 
hindrance, but anxiety over trade with all our North European timber suppliers 
must be considerable as long as our own capacity to export coal in return is 
so limited. Finland used to take over a million tons a vear from us and the 
three Scandinavian States, between them, seven millions. With German 
supplies out of the question, there is bound to be a run on Polish mines, but 
that does nothing to solve the long-term problem of what goods we can send 
in substitution of this staple pre-war export. 


Opinions vary widely as t e likely future of Anglo-Russian trade. 
The commercial side of Russia’s policy in relation to the Central and 


vastern 


?) 
European countries under her influence cai VW »e approved by this 
country. In Roumania, oil from well wnet r British and French share- 
holders is being transported to Russia as reparations, while the recent Soviet- 
Hungarian agreement would appear to pre-empt the entire Hungarian econo ny. 
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h interests in Hungary are not very extensive. 
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re than another name for an embarrassingly 
in order to defeat the Schachtian drive. No such 
e of Poland, for even in the difficult circum- 
ver £7 millions of goods and took imports in 
: li Moreover, our banks are not likely to 
in the months immediately prior to September 1939 they extended 
lit to Polish industry, credit that is still outstanding rather 
iati between the two Governments seem to 

is both significant and disturbing. 
Czechoslovakia was for us a valuable source of cheap 
mption goods. The end of the war found her main industrial regions 
the Soviet Sphere, but the future is obscure in many ways, even 
Czechoslovaks themselves are confident that Russia will not seek 
economic relations with Western Europe. The expulsion of 
nilliones of her industrious inhabitants is going to disarrange, 
a once prosperous region and the decision to nationalize the 
other principal services makes it very dificult to re-establish 

See 


‘ts that have always been so valuable in securing orders 


rom Central European countri 
“The problem of Germany ”’ was discuss ith increasing zeal in the 
years following the turning-point of Alamein, | in face of the grim reality 
all the proferred solutions seem now as empty as the voices of the phantoms 
SSeUS. We cannot hope hat the reconstruction 
pean unity will be achieved for many years, bu idle to hope 
it at all unless we recognize that it must necessarily be built round pros- 
the lands that used to be called Germany.* Lord Norman once 
tion between bankers and economists, and there is (or should 


\ 


eulf set between the functions of banker and politician. But 
not to deny the right of bankers to say that if the great industrial 


from Stettin to Wurttemberg are deliberately and utterly wrecked, 
wreckers will bear a heavy responsibility to all the peoples of Europe. 


is t necessarily involve disagreement with what has come to be described 
as ‘' Vansittartism he political (and some of the economic) pros and cons of this gospel 
see ‘‘ International Af ’’ (Chatham House: July 1945). 











Swiss Ban nking Developments 
By >. H. Morison 


HORTLY after the end of the war in Europe there came the disquicting 
that two old-established commercial banks in Switzerland were 
ifficulties. This has given rise to some apprehension in other 
rroduced by the collapse of Germany may have 
of Swiss banking as to render it unequal 
bilite ition in Central E urop is certain 

to impose 


discontinued: business On September 4, the 


erland took over the assets an 1 liabilities of the Banque 
valuation given in the special balance sheet of June 30, 
banking business previously 
ivity has been reduced to 
1e bank rermany since 1931, and not 
Bank of Switzerland. Shareholders of the Banque 
receive compensation in the fort Union Bank ordinary shares 
specially issued for the purpose, the paid-up ordinary aye cap al of the 
Union Ban! me ised by Fr. 10 millions to Fr. 50 millions, the open reserves 
amounting t 40 millions. The nominal capital of the Banque Fédérale 
at the time o eration was Fr. 33 millions and the no ninal value of 
the “ untr: nsferable issets ” not taken over by the Union Bank Fr. 21 millions, 
that is, about two-thirds of the nominal capital. This relationship was m ide 
the basis of the transaction, 16 shares of the Banque Fédérale —aft = iction 
of their par value from Fr. 500 to Fr. 100 each—entitling the holder to three 
shares in the Union Bank of Fr. 500 par value. The activity of the pes 
Fédérale will now be confined exclusively to winding up the assets blocked 
in Germany still the property the shareholders. 

By a similar transa¢ tion 1, the Swiss Bank Corporation boom over the assets 
and liabilities he * Handelsbank as set forth in the special balance 

me excepting ie assets blocked in Germany 

shareholders of the Basler Handelsbank d 

Corporation. In the balance shee 
serves are returned at Fr. 
ferable assets in Germ: , bloc! ked since 1931, Fr. 43 millions, 
siderably more than the capital sia reserves. ~ real value 
‘untransferable assets” is extremely problematical, but is, 
hat is left to the shareholders of the Basler Handelsbank. 
il arried « by the Swiss Bank Corporation. 

‘undertaken in the highest interests of Swiss banking 


bondholders and other creditors are covered in full. 
1 


Both the Union Bank of Switzerland and the Swiss Bank Corporation benefit 


from the acquisition of the additional business. There is universal agree nent 
that the solution adopted was as favourable for all concerned as the circum- 
stances permitted. Moreover, a large part of the staffs of the retiring banks 
has been taken over by the absorbing banks. In both cases, the diiticulties 
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that ultimately proved insurmountable arose from the exchange control 
imposed by Germany in 1931 and from the subsequent moratorium, preventing 
the withdrawal of foreign capital. When the Standstill Agreement was 
signed in 1931, the total short-term indebtedness of Germany under the 
agreement amounted to RM. 19.28 milliards, of which RM. 3.1 milliards had 
been lent by Switzerland. 

When it became evident that—contrary to what was at first supposed— 
these debts would not be repayable in the early future, those Swiss banks 
not too heavily involved began at great sacrifice to liquidate these untransfer- 
able assets. By Se ptember 1939 the Swiss short-term claims had been reduced 
to RM. 177 millions. All Swiss commercial banks except three had so far 
written-off their claims in Germany that hardly any trace remained in their 
balance sheets. But both the Banque Fédérale and the Basler Handelsbank 
were too far committed to write off their losses so-rigorously, because the war 
had virtually confined Swiss banking to business on the home market, thus 
intensifying competition so that 4 re was no scope for recovery by de velop- 
ment in other directions. In the case of the third bank similarly atfected, 
the untransferable assets consist in ‘fly of mortgages taken up before 1914. 
Today, no other Swiss banks in their balance shee sts show any untransferable 
assets whatever. Had Germany been able to resume business after May 8, 
as had been expected, the Banque Fédérale and the Basler Handelsbank 
might have been able to come to some workable arrangement that would 
have pen 1itted them to carry on. Both banks still enjoyed the confidence 
of the public. The shares of the Basler Handelsbank stood at about 55 
right till the last. 

In view of the intimate economic relations between Switzerland and 
Germany, the question has naturally been raised whether other old-established 
Swiss commercial banks might not likewise be so heavily involved that equally 
drastic measures would sooner or later become necessary. At the general 
meeting of shareholders of the Union Bank on September 4, President Dr. 
P. Jaberg emphatically denied that there was any ground for speaking of a 
crisis in Swiss banking. Except in one case, no Swiss commercial bank now 
carries any untransferable German assets. During the war, there has been 
virtually no foreign business whatever. Admittedly, the greatest uncertainty 
prevails about the ultimate fate of Swiss claims in most South-European 
countries at present militarily occupied, but the extent of these commitments 
is not comparable with that in Germany in 1931. 


Today, the situation Swiss banking has to face at the end of the second 
world war differs radically from that of 1919. In 1913, the national fortune 
of Switzerland was estimated variously at between Fr. 30 milliards and 
Fr. 45 milliards, of which the excess of Swiss capital invested abroad over 
foreign capital invested in Switzerland was estimated at Fr. 5.6 milliards, 
but the total amount of Swiss capital invested abroad was about fr. 7.5 
milliards. Before 1914, a substantial part of this was invested in Germany, 
much being held by Swiss banks. After the defeat of Germany and the 
depreciation of the German currency, the presumption was that these assets 
were valueless. They were accordingly written off. Subsequently, however, 
many recovered their value and once again became live assets. Owing to 
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SWISS BANKING DEVELOPMENTS 


the intimate economic interdependence of Switzerland and Germany, invest- 
ment began again after Germany had recovered. Since 1931, however, no 
appreciable amount of Swiss capital has been invested in Germany by Swiss 
banks. A certain amount has been invested otherwise—for example by 
Swiss industrial firms who, being unable to transfer to Switzerland the profits 
made by trading in Germany, invested accumulated profits to build branch 
factories and equip offices. As far as Swiss banks are concerned, there are 
few material assets in Germany. Hence no windfalls are to be expected 
from the recovery of Germany as happened last time. Since 1931, very 
few commitments in Germany have been made by Swiss commercial banks 
who deny emphatically the allegations of the Leftist Press that Swiss banks 
financed Nazi-Germany. 

During the second world war, the foreign business done by Swiss com- 
mercial banks in all countries was curtailed to a degree President Jaberg 
described as “‘ catastrophic.’’ Not only because hostilities c caused the total 
volume of international ‘trade to shrink to diminutive proportions, but because 
many new obstacles were interposed, notably the clearing system, com- 
pensation dealing, foreign exchange restrictions and fluctuating rates of 
exchange. Even if all these hindrances were to be removed, Swiss bankers, 
after the discouraging experiences in two world wars, would feel disinclined 
to engage in foreign business on the same scale as formerly. 

As far as the choice is open and circumstances permit, Swiss banks will 
be disposed to give preference to business in Switzerland itself. But the 
trend of development is restricting the scope in this direction. One con- 
spicuous feature of present-day business is the State Postal Cheque service, 
with 173,907 accounts (July 1945) and a yearly turnover of Fr. 63.8 milliards 
(August 1944-July 1945), representing a withdrawal of deposit money from 
the commercial banks. Losses would be greater still if it were not for the 
fact that the Swiss Post Office pays practically no interest on postal cheque 
accounts and makes no loans except to the state. Another practice begun 
during the war that deprives the commercial banks of profitable business is 
the grant by the National Bank of exceedingly cheap credits for many kinds 
of public works 

Moreover, e pe nses have risen substantially. Profits earned by the chief 
commercial banks from 1939 to 1945 rose by about Fr. 900,000 yearly. During 
the same period, outlays for salaries and social benefits increased by 
Fr. 7,700,000 and taxes by Fr. 2,200,000, That net profits did not diminish 
is merely because Fr. ¢ ) millions less was written-off and general expenses 
reduced by Fr. 1,00 vig Statfs could not be reduced proportionately to the 
shrinkage of business because a large part of the staff at any given moment 
during the war was on military service. An increasingly heavy burden has 
been laid on the commercial banks by gratuitous services demanded by the 
state, for example, in furnishing information for the Allied Governments 
about enemy property in Switzerland. 

These developments indicate that, if commercial banking in Switzerland 
is to yield shareholders the same dividends as heretofore, business must be 
rationalized. Under prevailing circumstances, the Swiss commercial banks 
in eo the expenses that a well-equipped organization costs are, to an 
increasing degree, dependent on the difference in interest rates paid on deposits 
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and advances. An increase in money held on deposit will be necessary so as 
rland, banking law prescribes 

a maximum ratio of balance sheet total to the heuk’s own resources of 8 to 1. 
In practice, however, the ratio may reach as much as 20:1. In Britain and 
America ratios of 40 and even 60 to I are frequent, so that a certain expansion 
in that direction might be attempted. This was one consideration that led to 
the bank absorptions during September 1945. According to the last returns, 
the balance sheet total of the Banque Fédérale was Fr. 381,0c0,000 and of the 
Union Bank of Switzerland Fr. 824,000,00c, so that by increasing its beg 
capital roughly one-third, the Union Bank augmented its total assets by 
The balance sheet total of the Basler Ar 9 toe was 

r. 153,000,000 and that of the Swiss Bank Corporation at 

7,000,000—a gain of about one-tenth without any increase of share 


to permit an increase in bank assets. In Switz 


scupied Austria and Her Future 


By a Correspondent 


“HE establishment of a “ free and independent ”’ Austria was made an 
\llicd war aim at the big Three conference at Moscow. It seems probable 
that one of the reasons for this announcement was the hope that an 
lerground resistance movement would develop ; it will be recalled 
s a qualifying clause in the announcement stating that Austria’s 
atment would be to some extent governed by her own etforts 
ation. But if such was the hope it was not realized. And the 
been left with their promise, which has since been reatirmed, 
oblem of how Austria is to become “ free and independent ”’ in 
conomic and pclitical senses. 
\usiria was and is a deficiency country, deficient in some of the major 
items of food, such as grain, and in some of the most important raw materials, 
such as hard coal. From her birth as a modern state at the Treaty ) 
Germain she has been dependent on foreign trade, exchanging in 1 
finished goods and : timb« tr for other w materials and food. 
to trade against the high tariifs of the succession states were not very su 
ful Phet 1a ‘j nd continued economic stress, to wl 
good part of the itical troubles of the inter-war period can be traced 
riment of an independent Austria with the same 
ive, therefore, an encouraging background. but 
alter thi \ chluss - 39 had done a great 
had mainly on 
id the development of the 
us and capital had, in fact, 
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dustrial skill of the native population or any progress in the development 
of the country’s national resources. 

That was the background at the time of the Allied occupation. Like 
Germany, the country was divided into four zones, although this was not 
the original scheme. The Russians took mainly Lower Austria and the 


L 


Burgenland, which includes the richest agricultural area (the area which 
feeds Vienna), the engineering industries of the Vienna basin, and the oilfield 
which stretches to the north-east of the capital. Russia also controls, for 
all practical purposes, the Danube. The British zone of Carinthia and Styria 
is relatively rich in raw materials, with good timber, some brown coal, iron 
ore and magnesite. There is a certain industrial development, mainly in 
Styria, centred on Graz. But both provinces are at present deficient in 
food. The U.S. zone of Salzburg and Upper Austria, south of the Danube, 
contains the industrial area of Linz, the aluminium works at Braunau, but 
little other industry. The French zone of the Tyrol and Voralberg contains 
practically no industry, but is quite rich in hydro-electric power. Both 
the French and U.S. zones can be considered as deficient in food. The normal 
flow of the country’s food is from east to west. 

The main problems which faced the Military Government and the Allied 
Commission, when they took over in September, were food and fuel. With 
the damage caused by fighting, and the demands of occupying forces, the 
food surplus which would otherwise have been available from the East was 
not there. And the harvest in the rest of the country, with lack of fertilizers 
and unfavourable weather, was below normal. There were other adverse 
factors, too, such as the large number of displaced horses in the British zone 
of Carinthia, which damaged the crops and ate fodder before they themselves 
were eaten or rounded up for duty elsewhere. For fuel, the lack of hard coal 
was the major obstacle. The country has, of course, abundant timber and 
a certain amount of brown coal, which can be used for some purposes, but 
not all. So the rehabilitation of the country’s economy was dictated—and 
still is—by the lack of hard coal, which today can really be obtained only 
from the Ruhr. And there is a number of countries which rank before 
Austria for Ruhr coal. (it may also be possible to obtain hard coal from 
Moravia on barter terms—in exchange for Austrian iron ore, for example.) 

before any industry or factory is restarted, it must, therefore, pass two 
tests. Does it require coal? And if it does, is it absolutely essential for 
the immediate salvation of the people ? The coming winter and next year’s 
harvest are the two things which must be constantly in the Commission’s 
mind; everything else is subordinate to them. As for Germany, so for 
Austria, the next few months will be crucial. RKations everywhere are meagre ; 
for a time in Vienna they were at the starvation level of 800 calories per 
day if all coupons were honoured. The housing situation is serious, and 
there is an almost complete absence of materials, such as glass, for building 
repairs. in Vienna, the number of dwellings destroyed is approximately 
equal to the number built by the Social Democrats in the city during their 
considerable housing drive of the 1g920’s and early 1930's. And the housing 
shortage is by no means limited to Vienna, for most of the major towns, 
such as Wiener Neustadt, Graz, Klagenfurt, Salzburg, Linz, were either 


heavily bombed or fought over. From appearances, Wiener Neustadt, which 
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is in the Russian zone but on the British land route to Vienna, seems to be 
the most damaged city in the country. 

Despite the bombing, concentrated mainly on railway junctions, trains 
have been running for some time and transport appears to be adequate for 
the small volume of goods to carry. The general picture, however, is sombre 
in the extreme. And the conclusion cannot be avoided that Allied policy 
has not in all cases helped. It was patently ridiculous for a small country 
such as Austria, with its meagre resources, to be divided into four zones with 
rigid frontiers between them. Problems of inter-zonal trading naturally 
tend to be judged by whether any transfer of goods across these frontiers 
would be beneficial for the particular zone rather than whether it would help 
the country as a whole. Then, policy in the various zones has differed, a 
point which has not passed unnoticed by the Austrians themselves. And 
this difference, although it is most evident as between the three Western 
zones and the Russian zone, is not limited to that. It may be that the ordinary 
observer is too imp vatient ‘and forgets that a few months or possibly years 
is a short period in the life of a nation. But one of the main troubles of 
Austria between the wars was that the country was never united; it never 
believed in itself as a nation ; and Allied policy has so far merely strengthened 
the mental gulf between the capital and the provinces and among the latter 
themselves. 

To complete the current picture, there is the question of currency and 
finance. Keichsmarks and Allied Milit: ry Schillings have circulated in the 

main side by side (t Rm. = 1 Sch.). Both have been freely used since the 
start and there has been no noticeable tendency for Gresham’s law to operate, 
although some Austrians will tell you that they are hoarding their schillings 
and spending their marks. There is, of course, an abundance of currency. 
Reichsmarks are understood to be entering the country from the Balkans 
and Czechoslovakia, and the Allies are heavy spenders of military currency — 
Russian spending exceeds many times that of the remaining Allies put together 
—althoug hy at widely varying rates. With plenty of currency and an almost 
complete lack of consumption goods, the price structure is unstable. There 
are, in fact, two price structures, the official one at which goods are relatively 
cheap, and the unofficial one at which they are fantastically dear. The free 
or “ black ’”’ market in the Karlsplatz, Vienna, has received enough publicity 
and has been raided more than once. But that market is merely a symptom 
of the underground forces of abundant paper money and very few goods, 
which is most noticeable in Vienna. Cigarettes are, of course, one of the 
best of currencies, at 5 marks a piece. 

A scheme to absorb or block this surplus money and at the same time to 
give the country a unified currency is inevitable. And it would probably 
have been introduced before now had there been agreement on all points 
between the occupying powers. There is no point, however, in introducing 
any scheme unless it is certain that spending by the occupying powers will 
be rigidly controlled and limited afterwards. For if that spending is not 
limited, a second scheme would become equally inevitable in time, and second 
schemes are rarely the success of the first if that is properly carried out. 

Have the Allies then a general policy for Austria ? For the short term, 
“ves’’; but for the long term, almost certainly ‘“no.’’ The short-term 
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policy on which all partics are really agreed is to make the best of what is 
left in the country, and to get through the winter with the least disturbance 
possible. That is not the policy for which the British hoped when they 
entered the country. But nothing, or very little, has developed in Central 
Europe as the British hoped. For the long-term there is one dominating 
factor—in Austria, east is meeting west with all that that means today. 
There appear to be two possibilities for the future. Either Austria is to be 
run as a complete unit, or it will be run ultimately as two separate units, 
the Russian zone, on the one hand, and the three Western zones, on the other. 
The formation of a central Austrian government does not rule out the latter 
possibility as a fact, although it may be cloaked by the existence of that 
Government. 

If Austria is not allowed to develop as a single economic entity, then 
the country can have no future apart from that of an economic drain on the 
occupying powers. It is, in fact, such a drain on British today. Suppose, 
however, that Austria is truly unified, has she a future then? That question 
is extremely difficult to answer. Much that was thought possible when 
the Europe an war finished can now be forgotten. Equipme nt has been 
taken in large quantities from the Russian zone, from Vienna, and to some 
extent from Styria, which the Russians originally occupied. Much damage 
has been done to agriculture through the reduction, by requisitioning, of the 
livestock population. The present position and future of the oilfield, on 
which many hopes were built—Austria is now the second largest oil producer 

Europe apart from Russia—appears to be obscure in the extreme. And 
then who can say whether the question of reparations has yet been finally 
settled ? 

One thing is certain, and all thought on Austria’s future seems to have 
reached the same conclusion. There can be no long-term economic policy 
for the country without a similar policy for the Danube basin as a whole. 
Austria normally drew the balance of her food supplies from the east, from 
Hungary, Poland, Roumania, and so on. And it was towards the Danube 
basin that her economy was largely oriented. Austria must trade to live. 
She has natural assets such as an abundance of hydro-electric power and 
forests in relatively good condition—Austrian timber is well known on the 
world market. She also has oil to export. In other ways, too, the country 
is better placed than it was after the I914-1918 war. The swarin of civil 
servants and railway officials, the relics of the old Empire, which proved 
such a drain on the original Republic are no longer there. Much that was 
dead wood in the years between the wars has been cut away. It would be 
folly to say that the people themselves are united, determined to face the 
future together “free and independent,” because they are not. A country 
cannot be unified by a declaration. It requires a definite policy which has 
been, in the nature of things, of necessity lacking. But all is not gloom. 
If Austria could be treated as a whole, if better still there could be a definite 
economic policy for the entire Danube basin, cay the country has a chance 
to be economically independent. And there is really no other alternative ; 
for, in the long run, Austria cannot be rater: spoon-fed. Political 
considerations are ultimately dwarfed by economic facts. Or, at least, for 
Britain they must be. 
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he Giro System 
: rh . ‘ 
By Lieut. I. Garside* 
N article with the provocative title of “‘ Why the cheque is obsolete ” 
appeared in THE BANKER of May 1943, pointing out that for the ordinary 
run of payments in this country a nominative or non-transferable cheque 
would have certain advantages over the existing cheque with its legal attribute 
of negotiability. An alternative to the non-transferable cheque would, of 
course, be some system of cashless payments on the lines of the girc system 
familiar in many Continental countries. Giro is the deposit with banks or 
other institutions of balances from which, on receipt of a giro advice from 
he account holder, the bank will transfer indicated amounts to the credit 
yf another account holder. Giral transactions are taken to include all small 
payments due on account of salaries, wages, retail purchases, taxes, etc., 
ich by their smallness and “ dispensable ’’ or “‘ consumable ”’ nature lend 
lves to this method of payment. In essence, a giro advice is sent 
the giro bank, while a cheque is normally sent to the creditor. 
clearing has much in common with giro banking. 

A known, the system has been particularly developed on the 
Continent and several types exist ; its growth has been rapid and is shown 
for post oflice giro in tabular form. 

POSTAL GIRO ACCOUNTS IN VARIOUS COUNTRIES 


Belgium Holland Sweden Denmark Hungary 


ounts in thousands at end of year 


30 33 
274 


402 


1 Currency Units 
Vuring year 


Rs 

4.¢ 
II 
13.2 
15 





| Figures swollen by the inflation of the Mark at that time. 


- and transmitted to THE 


vincial Bank. 
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The obvious success of the system on the Continent by no means establishes 
i facie case that the cheque has lost its value as a means of payment, 
. system of giro is necessary or feasible in the United Kingdom. Its 
abroad has been most rapid in wartime, vitiating thereby to some 
any arguments for the application of the system under the different 
itions of post-war economy ; for the system is only one of the methods 

to limit the use of cash and the emphasis is not on the value of giro 


d 
é, but on cashless payments in general. (In fact, despite con- 


improvements in Germany’s giro system, the cheque circulation 


tional methods introduced to encourage cashless payments include 
» payment by th e German State Ri lways of salaries and wages by transfers 
unts with one of their S: ‘s Banks; the French decree that all 


acct 


ania aad, Se 3,0 1ould be y cheque, which ror it succeeded 


val tender; the removal 
bank accounts by married 
‘xpress authority of the husband; the 


woul 


of stamp duties on cheques in many countries. Any argument 

giro banking which is empirically based on experiences abroad is —— 
giro banking may have developed in the absence of a sufficiently 
nd more preferable cheque system. It may well be that payment 

in the United Kingdom, where technical efficiency in this resp ct 
‘cheaper’ than payment by giro elsewhere. Remembering this, 
membering that conditions in the United Kingdom may be unique, 
e based on these conditions and mistaken analogies avoided. 

the simplest type of giro banking were introduced on a 


scale, the avoided use of cash has physical advantag 
he paying of wages, or the despatch of cash by people of si nel 
listant creditors, but in retail purchases where the purchaser is 
completion of a form and its deposit in a pillar-box, or other box, 
on behalf of the giro institution, is a simple process. Such 
placed in busy itres, such as harbours, shops, markets and 
Iphabetically ludicated so that the task i sorting is initially 
dly, to pay by giro advice, a debtor requires particulars 
account—number, where hel ‘te. Such information 
on letter-heads or in national indexes. en delivery 


is not precluded and numerous advices might be listed on a 


ystem is developed by separate institutions, or within 
normal banking sy: L, not mediately material. 
‘ansactions—now paid for partly by cheque and partly 
system is sufficiently centralized, where bulk treat- 
modern mechanical aids to accounting and sorting. 
nking system is strong: secre¢ y is tradition- 
i 1eNncy is ] igl nd it would be invidious 
ring House. lf, then, the great bulk of 

made more manageable and the labour-capital 

imber nk officials on the routine work now involved might 


iilable for the development of the more specialized forms of banking. 
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The establishment of a giro system might incidentally yield some useful 
statistical information. Thus, the demand for certain goods and services 
might be ascertained from a periodical analysis of giro advices; even more 
important, the — of demand might be revealed in time for appropriate 
action to be take An analysis of the giro advices emanating from a particular 
area might reve al regional te nde ncies of importance. The income velocity 
of circulation—at present clouded by the use of notes and coin—might reveal 
itself to the approving gaze of the Quantity Theorists. For example, the 
amounts credited to giro accounts in Switzerland in 1927 stayed on deposit, 
on average, for 0.808 days ; in 1938 for 30.0 days. 

Giro banking has taken many forms, ‘and the type chosen here for contrast 
to the cheque is the simple one, known in Germany as “ Postiiberweisung- 
verkehr.”’ Postal giro advice forms in blank are issued to account holders 
in three parts ; when the adviser wishes to transfer money to another account 
holder, he fills the three parts of a form with the appropriate particulars, 
One part is returned to the adviser as acknowledgment that the post office 
has transferred the amount ; one is kept by the receiving post office, which 
sends the third part to the advisee as an advice of payment. Broadly speaking, 
cheque and giro accounts with the Reichsbank are both worked on the same 
account and no changes are made or interest allowed; the pure giro work 
of the Post Office similarly is done free of charge, but without interest payments 
on balances; while cheque and giro accounts at other institutions do not 
normally attract charges, interest is paid. Cheques by their nature must 
attract charges, or, better, greater charges than the simple g giro advice. Simple 
payments by cheque make use of an instrument, carefully prepared by lengthy 
and expensive experience, which is designed for transactions other than the 

nple giral transaction here envisaged, but the cost of this facility must be 
spread over all cheques whatever the nature of the transaction. Cheques, 
of course, are subject to ne. duty and the imposition of stamp duties on 
legal instruments adds a valuable formality. But it is difficult to see the 
advantage to be gained by taxing transactional payments. The revenue 
obtained is comparatively small. 

Money in pocket attracts no interest, and it would be illogical to allow 
interest on giro accounts. But if individual balances were in excess of the 
amount required for transactional purposes and the excess were not auto- 
matically transferred to cheque account, “‘ costs”’ for loss of interest—due 
to wrong apportionment of the amount which might have been invested— 
would accrue to the account holder. The drawer of a cheque gains interest 
(depending on the time his cheque is in circulation) at the expense of the 
creditor, for whom the cheque cannot be converted into an earning or 
potentially earning asset until it has been banked, or even until it has been 
cleared. For example, if A owes B {100 on trade account where — st 
is charged at, say, 5 per cent., and a cheque is sent by A to B in settlem« 
the ownership of the debt will—once the c he ‘que has been debited to A’s pore 

in etiect be transferred from 5 to the bank, appearing either in the form 
an increased overdraft or of reduced obligation by the bank. But in the 


ition period—«ntil the cheque is cleared—B, having closed A’s account 
receipt of the cheque, must forgo his interest. This cost to B may be 


regarded as th price ; ays ior the right, whether exercised or not, to 








THE GIRO | SYS7 EM 





negotiate the cheque further, and for his right to sue on the cheque without 
prejudice to his right to sue on the debt. These latter rights are only with 
difficulty balanced against the more definite position of B should he receive 
a giro advice, where his first knowledge of the payment of the debt, and hence 
of the need to close A’s account, will be advice of the actual de posit in his 
giro account of the sum involved. Admittedly, an individual probably 
balances the advantage he receives as a debtor with his disadvantage as a 
creditor. A man who paid by cheque, but iasisted on payment to him by 
giro advice would gain in both ways. 

Payment by cheque involves the drawing of the cheque, possibly the use 
of machines for this purpose and for the prevention of forgery, filling up the 
counterfoil, envelope and covering letter, postage book e ntrie s, postage stamps, 
and at least two entries in his books (debit to the creditor, credit to cash or 
bank). Payment by giro advice involves an advice to the bank in triplicate 
and a total sheet of se veral advices are made, delivery to the bank by messenger 
or post (both of which are limited to one delivery if need be in the day), two 
ordinary entries (debit to creditor and one total credit to cash or bank). 
Receipts by cheque involve examination for irregularities, postage book 
entries, debit and credit entries, possibly a receipt with postage costs, endorse- 
ment, paying in entries for the bank and delivery thereto by hand or by post. 
This work de creases as the number of cheques handled increases. If the 
cheque is negotiated, some of the work of a debtor will be added to the work 
of a creditor. Receipts by giro advice involve entries on information from 
the bank—credit his debtor’s account and debit to cash/bank. 

From the point of view of the bank, the handling of cheques involves 
crossing, sorting, listing, entries, control of unissued che que books, special 
and high quality paper for the cheque forms, the stamping of the cheques by 
the Inland Revenue, examination for irregularities, and, if required, special 
presentation. If clearing agents are used, some of this work is duplicated. 
Some, but not all, of these operations are applicable to giro advices, but in 
a lesser degree. One advantage of the giro system, as compared with cheques, 
is the complete security against loss or conversion. Moreover, a giro payment 
can never be returned for lack of funds, since advice cannot be given unless 
funds are available. Giro advices, too, lend themselves to the passing of 
brief messages on the form itself (which is a saving of costs, letter writing 
and postage stamps to that extent being avoided). 

The case for any system of this kind, of course, is the fact that for the 
purpose of mere transactional settlement the negotiability of a cheque is an 
actual disadvantage. The use of the words “ % payee,” “ pay —— only,” 
or the crossing “ not negotiable ”’ is often solely re flective of the giral nature 
of the transaction. Again, the use of a cheque, when cash is immediately 
drawn against it, is uneconomic. The development of a non-negotiable, 
non-transferable type of ‘‘ cheque ”’ might prove encouraging to an increase 
in cashless payments. Such “ cheques ” would need no more special safe- 
custody than a block of blank giro advices. It may be noted that a cheque 
of this nature, in postcard form, is in use on the Continent—Der Verrechnungs- 
scheck in Postkartenform. 
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Transition Problems in the U.S.A. 
By F. E. Daniels 


(Foretgn Editor of ‘‘ The Financial Times ’’) 


HE abrupt closure to the Far East war in mid-summer left the American 
Administration with unexpected problems of transition. Over the 

™ last year or so it had been widely assumed in the United States that it 
would be possible to work through the phase of reconversion with an only 
eradually declining volume of war production, and with a fairly slow and 
orderly process of civilian re-equipment. Those beliefs vanished with 
Hiroshima and Nagasaki. With industry clamouring for release from wartime 
controls, the Administration has moved quickly and probably without any 
undue reflection on the magnitude of the task ahead. 

Manpower controls were never particularly stringent in the U.S. throug! 

out the war They vanished almost overnight, and with them the 


r. 
controls on such industrial primaries as steel and the non-ferrous metals. 

, the principle followed at Washington in late summer was to neglect 
the problem of transitory or frictional unemployment, in the belicf that 
private enterprise, left more or less to itself, could solve the problem of full 


le space. 


employment and full civilian productivity within the shortest possib 
Economists outside Washington—and probably many within the Federal 
adviscry group—are now shaking their heads at the absence of some controls 


and predicting a runaway inflationary movement like that of the 1919-20 


i. 


the vast productivity of the American industrial machine will be able to 


period. The Administration, however, presumably retains its faith that 


avert this upward pressure before the price-wage structure gets out of control. 
Meanwhile, the physical volume of industrial output has been falling at a 
pace that, under normal conditions, would herald a major slump. The 
Federal Reserve Board index of industrial output has fallen within a very few 
months from a level of around 230 (held for many months in 1944 and through- 
out the spring of this vear), to 190. Obviously it still has some way to drop 
for, according to the Federal Reserve Board itself, the production of wat 
goods and services accounted for some 65 per cent. of the total physical 
volume of output in March last, when the F.R.B. index (1935-39 = 100) was 
standing at 235. However speedily industry may set about the task of factory 
re-equipment and reconversion in general, it will be a difficult task for some 
time ahead to re-absorb the tremendous stream of workers released from 


2 > 1 
the services and 


from abnormal wartime employment. 

Just before the close of the Pacific war in July, the labour force was 
estimated to be six millions more than ‘‘ normal,’”’ at sixty-six millions. More 
than twelve millions have been absorbed into the services, and some 30 per 
cent. of the remainder were mobilized for war output in one form or another. 
It is estimated that more than four millions crossed their own State boundaries 
in the search for war employment, to say nothing of those who were left on 


VJ-Day far from their normal residence but still within the State line. The 
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migration problem alone has been tremendous throughout the war. 

Full union treasuries, and abnormal worker bank balances, coupled with 
the refusal by Congress to approve Administrative demands for higher tran- 
sitional unemployment benefits, or to approve Federal measures to sustain 
full employment, have left the organized labour unions in militant mood. 
According to the latest estimates of the Commerce Department, manufacturing 
wage rates have advanced during the war period by something like 40 per 
cent. if allowance is made for overtime schedules, up-grading and other 
abnormal factors. The automobile workers early this autumn began the 
wage Clash with industry, seeking a further adv ance of 30 og cent. on existing 
wage schedules—a demand that was flatly rejected by the industry. Since 
that time, similar demands have been put rca bv steel, oil, and other 
key workers, and the labour situation at the moment promises a number 
of bitter disputes in the months ahead. Over that period, the transitional 
process will be worked through, and there seems to be no reason why organized 
labour, in general, should fear the impact of any serious deflationary spiral. 
There is no reason to suppose that falling income payments over that period 
will bring depression, even if there is heavy unemployment in many centres. 
Inventory re-stocking, the riled up de mand for durable consumer goods of 
all types, added to spending from accumulated war funds, should more than 
take up the slack. Ni wertheloss. it is apparent, as in this country, that 
labour still fears very strongly the impact of what is generally regarded as 
J 


an inevitabl2 wartime depression. 


Bitter labour disputes will probably continue beyond the transition phase 
to the post-war boom ahead. In that event, labour may be expected to 
clamour anew for the demands now rejected. So far, the Administration 
has sought to retain the goodwill of both sides, though memories of the powerful 
influence of the Political Action Committee of the C.I.O. at the last Presidential 
elections have compelled it to back the case for, at any rate, some advance 
in the existing wage structure. The Administrative argument is that net 
profits, after all Federal taxation, have doubled over the war period, that 
labour productivity is now substantially higher than in 1939, that these 
gains will be broadly carried through into the peace years, so that industry 
can pay higher wages — securing profits commensurate with the higher 
industrial output. Industry, still fearful of the transition phase and still 
resentful of O.P.A. oamiadl is now more in a mood to compromise, without 
in any way acknowledging that the full labour demand has any justification. 
Sooner or later, in any case, the present Administrative silos will necessitate 
a further general advance in manufacturing prices, although by and large 
there seems to be no reason to assume that the price situation need be allowed 

eet out of control. 

As regards the Federal Budget, the revised estimates for the 
1946 recently predicted a deficit of some $30,000 millions by comparison 
with an early summer estimate of around $46,000 millions, and an actual 
deficit of $54,000 millions for the fiscal year 1945. Since the latest estimates, 
however, House and Senate have agreed to a revision of taxation affording 
some sizeab le reliefs to individual taxpayers and providing for the cessation 
of the special E.P.T. on corporate profits as from January I next. The 

















136 THE BANKER 





precise Budgetary position is thus somewhat difficult to assess on this side of 
the Atlantic at this stage. 

In the spheres of monetary policy, the Truman Administration has re- 
affirmed the cheap money strategy of the Roosevelt régime. Through Mr. 
Truman himself, it has declared its intention to promote full employment, 
at least so far as this is possible through the continuance of low interest rates, 
while Mr. Vinson—who has now replaced Mr. Henry Morgenthau as Treasury 
Secretary—has similarly declared his faith in the New Deal conception of 
the money market’s function. How far this will react upon Federal Reserve 
policy remains to be seen. Through the war years, the Reserve Board has 
placed great stress upon the desirability of raising the greatest possible pro- 
portion of war funds from the non-banking investment community. Apart 
from the earliest Victory Loan operations, the commercial banks and insurance 
institutions have been rigidly limited in their applications, and the result 
has been broadly successful trom the Treasury viewpoint. 

The Eighth War Loan Drive will not be completed until the first week 
in December. It has a “ goal’”’ of $11,000 millions, of which $4,000 millions 
is the target set for individual investors. As on former occasions, the goal 
will, no doubt, be exceeded by a substantial margin. The seventh Drive, 
which lasted through May and June of this year, provided no less than 
$26,0c0 millions, against a formal goal of no more than $14,000 millions. 
Up to that time, the Federal Government had secured nearly $136,000 millions 
from all types of investors. Of this total, individual and partnership sub- 
scriptions accounted for nearly 30 per cent., and insurance companies for 
I5 per cent., with the commercial banks limited to little more than $10,000 
millions. The present Drive is thus expected to bring the total subscription 
to well beyond the $160,000 millions level. Still more rigid precautions 
have been taken to prevent bank financing of individual subscriptions, while 
insurance companies were for the first time formally precluded from all but 
a small part in the Drive. 

With unemployment rising, it seems reasonable to conclude that the 
commercial banks will be called upon to take up a larger proportion of Govern- 
ment financing. Until there are clear estimates on this side of the prospective 
Treasury deficit, however, it will scarcely be possible to measure probable 
reactions upon the banking structure over the transition phase. During 
the summer, the Congress approved the Federal Reserve Board’s proposals 
to reduce the gold reserve requirement against Federal reserve notes to 
25 per cent., with a similar ratio for reserve deposits. LTarlier, the ratio 
against notes had been 40 per cent., and that against deposits 35 per cent. 
This move has greatly fortified the power of the Reserve system to maintain 
the present pattern of low interest rates. Throughout the summer, of course, 
the continued impact of war finance has sustained the strain on the member 
banks. 

The note circulation has continued its steep increase, going well beyond 
$27,000 millions, against $25,000 millions at the close of 1944. At the same 
time, the main reserve of the Reserve Bank system, in the form of gold 
certificates, has continued a steadily declining trend to some $20,000 millions, 
a fall of some $600 millions over the year. The actual reserve ratio of the 
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Federal Reserve banks at the close of August was nearly 44 per cent., by 
comparison with nearly 54 per cent. a year earlier. The open-market opera- 
tions of the Reserve banks needed to sustain member bank reserves at the 
minimum level are reflected in the expansion of Reserve bank holdings of 
Treasury securities—up from $18,700 millions to $22,300 millions since 
January 1. Excess reserves of the member banks continue to fluctuate 
around their practical minimum of $1,000 millions. Within the next few 
months, the commercial banks are hoping for some considerable relief as 
demobilization and reconversion react upon the swollen volume of notes in 
circulation. 


Financial Links with Western Europe 
By Paul Einzig 


ITH the conclusion of a Payments Agreement between the United 
Kingdom and Norway, the system of financial relations between this 
country and Western Europe has now virtually achieved completion. 
Although the various agreements may differ in matters of detail, in substance 
they are all based on limited bilateralism. The United Kingdom accepts 
payment for her exports in the currencies of the Western European countries, 
while the latter accept payment in sterling for their exports to this country. 
This means tha proceeds of any export surpluses to this country are 
ccumulated in the form of sterling balances which can only be withdrawn 


ct 


in the form of goods from the sterling area; conversely, the proceeds of 
iy British export surpluses to France, Belgium, Holland, or the Scandinavian 


« 


cerned, and can only be withdrawn through importing goods and services 


intries, are accumulated in the currencies of the importing country con- 


from that country or its currency area. 

The application of the principle of bilateralism is limited, however, in 
two senses: (1) A limit is usually fixed to the amount of sterling balances 
accepted by Western European countries for their exports to this country, 
and of the amount of Continental currency balances accepted by this country 


in payment for its exports to Western Europe. (2) Ste ling balances can 
be spent not only in this country but anywhere within the sterling area, while 
French frane balances can be spent in the franc area, Belgian balances in the 
Congo, and : Dutch balances in the Dutch Colonies. 


IU, « 


These limitations do not affect the fundamental fact that the relations 
between Great Britain and Western Europe are based on the principle of 
bilateralism. The essence of bilateralism is that the proceeds of exports 
are not placed at the exporting country’s disposal in a form in which they 
can be spent freely in any country, as is the case under | a multilateral trading 
system, but have either to be spent on goods and services of the importing 
country or remain immobilized in the latter’s poral The result of the 
opt ration of this system is a tendency towards the balancing of trade between 
the two contracting parties. For, if the country with an export surplus 
is unable to collect the proceeds in the form of gold or the exchange of a third 


















138 THE BANKER 








country, and if it has no desire to invest them permanently in the importing 
country, then it will endeavour to increase its imports from the latter. 

The system was first applied in Central and South-Eastern Europe after 
the crisis of 1931. Contrary to the popular belief, it was not Dr. Schacht’s 
invention ; he was not even in office when it was first applied. Nor was 
bilateralism even a German invention. The first bilateral payments agree- 
ment was concluded between Switzerland and Hungary. It is true that 
the system gained notoriety through its extensive application and abuse by 
Germany. Owing to this fact, it is not generally realized that bilateralism 
was applied also in relations between non-German countries on the continent 
and that, on the whole, it worked satisfactorily between those countries. 
The reason why they applied it was their unsatisfactory foreign exchange 
position. Owing to the decline of their foreign exchange resources and the 
fear of a further decline, they would have had to reduce their imports drastically 
had it not been for the assurance derived from bilateral agreements that their 
creditor would either accept goods in payment or would not insist on payment 
in any form. Roumania was thus safe in importing Hungarian machinery 
without having to fear that her foreign exchange reserve would become 
depleted ; and Hungary was equally safe in importing Roumanian oil. 
Bilateralism removed the fear of an adverse trade balance. 

The situation in Western Europe today bears much similarity to the 
situation in Central and Eastern Europe fourteen years ago. The foreign 
exchange resources of this country and of Weste i 
with the exception of Sweden—have suffered through the war, and the 
Governments concerned are anxious that their reserves should not further 
decline below safety level. They know that, as a result of their reconstruction 
requirements, they will have to import heavily. For this reason they are 
anxious to husband their foreign exchange resources, and to avoid spending 
them on goods which are not primary necessities. This is considered all 
the more important as their export prospects in the changed world are entirely 
obscure. From this point of view, it would make no fundamental difference 
if the countries concerned succeeded in borrowing additional foreign exchange 
resources, whether under the Bretton Woods scheme or outside it. No 
Government with any sense of responsibility would nowadays deliberately 
incur an adverse trade balance for the sake of importing luxuries, whether 
in doing so it were to spend its own resources or borrowed resources. 

In the absence of bilateralism, French wines and cosmetics would be 
bound to remain banned from Great Britain for many years to come, while 
renchmen would have to continue to do without the high-class products 





of the Savile Row—Burlington Arcade—Bond Street area. Their Govern- 
ments have no foreign exchange to spare on such goods. If, however, they 
can be purchased without running the risk of thereby losing much-needed 
foreign exchange, then there can be no reason why on a basis of reciprocity 
their import should be discouraged. Thanks to the _ bilateral payments 
agreements, Great Britain and the Western European countries are now safe 
in buying each other’s goods, without having to worry unduly about providing 
the means of payment. Indeed, countries with a favourable trade balance 
might even go out of their way to buy the luxury products of the other con- 


tracting party, if they are unable to import sufficient necessities to liquidate 
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their claim arising from their export surplus. This means that, thanks to 
bilateralism, the luxury trades of the countries concerned will receive a stimulus 
through foreign purchases much earlier than they could possibly have done 
under a multilateral system. In other words, so far from blocking the way 
to an expansion of foreign trade, the payments agreements between this 
country and Western Europe have actually contributed in no slight degree 
towards it. The result of the agreement is that the area in which foreign 
trade can be transacted with a relative degree of freedom from foreign exchang: 
difficulties has increased materially through the limited addition of Western 
Europe to the sterling area. 

“ Assuming, for the sake of argument, that all this is correct,’’ the opponents 
of bilateralism would say, ‘ the adoption of bilateralism is nevertheless 
wrong. It endangers world peace. The case of Germany shows that it is 
liable to lead to another world war.’’ Arguments on these lines are encountered 
frequently, but those who put them forward never trouble to explain clearly 
what precisely they mean by claiming that bilateralism was responsible for 
the German war of aggression, and that bilateralism tends to sow the seeds of 
World War III. It is true that the adoption of bilateralism by Germany was 
followed by the aggression of 1939. But to argue from this fact that the 
attack on Poland was the consequence of bilateralism amounts to arguing on 
the lines of post hoc ergo propter hoc. Even if it were true—as it is not— 
that Germany was forced to adopt aggressive expansionism because of her 
lack of foreign exchange which deprived her of much-needed raw materials, 
surely her bilateral treaties with many countries tended to mitigate her lack 
of foreign exchange and not accentuate it. Indeed, if it had not been for 
the use and abuse of the bilateral system, Germany would have been unable 
to export enough raw materials to re-arm and to accumulate the adequate 
strategic reserves that enabled her to embark on war. From this point of 
view, bilateralism admittedly did contribute towards the war. But would 
it be reasonable to condemn bilateralism merely because Germany used its 
advantages for that purpose ? The suggestion that bilateralism necessarily 
endangers peace implies that this country or France would make use of her 
increased capacity to import raw materials for re-arming in order to wage 
an aggressive war. It also implies an admission on the part of the opponents 
of bilateralism that under bilateralism a country is in a better position to 
satisfy its requirements of raw materials, whether for re-armament or for 
peaceful purposes—which is the last thing a multilateralist would ever con- 
sciously admit. 

It seems, therefore that the economic argument is decidedly in favour of 
the system that has been developed in Western Europe, while the political 
argument cannot reasonably be used against it.* 





* See ‘‘ A Banker’s Diary,”’ p. 105 





Chartered Bank of India 


The Chartered Bank of India, Australia and China have received information that 
their branches at Seremban, F.M.S., Ipoh and Penang have re-opened for business. 
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India and the Bank Bill 
By H. C. G. Slater 


is certain that the Government’s decision to nationalize the Bank of 
[ina ngland will arouse keen interest in India. This will especially be so 
“because of the possible penticen developments which lie ahead in that 
country. Indeed, it may well be that the new concept of the relations between 
the Government of the day and the Bank of England in this country may 
serve to remind the opposing politicians in India ‘how much more might be 
gained now by uniting in the formation of an all-Indian Government. The 
power to direct the policy of the Reserve Bank with its note issue backing 
of 93 per cent. and its gold reserves still valued at the pre-war mint price 
‘ould be a rich prize for irresponsible politicians. 

It will be recalled that the Reserve Bank of India is constituted on what 
previously were regarded as strictly orthodox central banking lines. That 
is to say, wzter alia, that its capital is subscribed by private shareholders 
who appoint a majority of the directors, and its management and _ policy 
are free from Government control and the influence of politic s. The preamble 
to the Reserve Bank of India Act 1934 states that : “it is expedient to con- 
stitute a Reserve Bank for India to regulate the issue of Bank Notes and the 
keeping of reserves with a view to securing monetary stability in British 
[India and generally to operate the currency and credit system of the country 
to its advantage.” It may be mentioned in passing that, by agreement 


between the Governments of India and Burma, the Reserve Bank Se gen 
its central banking functions in Burma also. The freedom of the Bank s 

to operate is limited only by the powers given to the Governor General oaiie 
Section 30 of the Reserve Bank Act, 1934. The Governor General, if the 
Bank fails to carry out its obligations, may by notification in the Gazette 
of India supersede the general board of the Bank and entrust the general 


superintendence and direction of affairs of the Bank to another agency. 
When action is taken under this Section, a full report of the secauminens 
must be laid before the Central Legislature at the earliest possible moment 

nd in any case within three months from the issue of the notification. There 
is thus no compulsory direction possible by the Government of the day and 
any serious cleavage of opinion on the Bank’s policy would be publicly known 
and a matter for the Governor General alone. 

The incorporation of the Reserve Bank on these lines was the result of 
considerable thought and discussion in London and elsewhere prior to the 
framing of the new constitution for India, as embodied in the Government 

India Act, 1935. In fact, it was regarded as a vital pre-requisite of Indian 
onstitutional reform that a free and independent central bank should be 
in operation successfully in India before the changes envisaged in the form 
of Government at the centre took place. The report of the Joint Committee 
on Indian Constitutional Reform, 1934, states: “‘ We agree with the view, 
which we understand has been taken throughout by His Majesty’s Govern- 
ment, that a Reserve Bank on a sure foundation and free from political influence 
should already have been established and in successful operation before the 
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changes at the centre take place. . Reliance on the Bank to play its 
due part in safeguarding India’s financial stability and credit clearly demands 
that at all events its essential features should be protected against a amend- 
ments of the law which would destroy their effect for the purpose in view. 
In another paragraph of their report, the Committee recommend that any 
amendment of the Reserve Bank Act, or any legislation affecting the con- 
stitution and functions of the Bank or of the coinage and currency of the 
Federation, should require the prior santion of the Governor General in his 
discretion. These safeguards against political dominance and_ financial 
manipulation of the Bank’s policy were duly embodied in Sections 152 and 
153 of the Government of India Act, 1935. 

It may be argued, however, that the Bill to amend the constitution of 
the Bank of England has little to do with India and its Reserve Bank. In 
the debate on the Bill in the House of Commons on the second reading of the 
Bill, the Chancellor claimed that the central banks of Canada, New Zealand 
and Australia are state-owned and state-controlled and that the South African 
central bank was also substantially state-controlled. These facts cannot, 
of course, be disputed. But one wonders whether the prestige and influence 
of any of these banks can be regarded as comparable in any degree to that 
in which the Bank of E ngland is held, as Mr. Dalton acknowledges, “‘ both 
in the esteem of financial circles in this country and in the wide world outside 
this little island.”” To quote the Chancellor again: “. . . This Bill in effect 
brings the law into relation with the facts as they have gradually evolved 
over the years. It brings the antiquated and outmoded constitution of the 
past into a form which fits the practical realities of the present.’’ It is thought 
in many quarters that Mr. Dalton’s exposition on the necessity for the Bank 
Bill in its present form betrayed a partiality for political expediency over 
reasoned argument. There is little doubt, in any event, that the full implica- 
tions of his action will not be lost on extreme national opinion in India. 
Clearly, Clause 4 (1) cuts right across the principles which were regarded as 
essential safeguards of the new Indian Constitution. 

The Reserve Bank of India has been successfully operating now for over 
a decade. In that time India’s financial position has changed very much 
to her advantage. No longer is the problem of remitting sterling to this 
country to meet her commitments a major preoccupation. Instead, the 
entire sterling debt of £300 millions has been liquidated and India finds herself 
at the close of the war with over £1,000 millions of sterling balances available 
for her credit. She has now become the foremost Empire creditor of this 
country and the disposal of these sterling balances continues to arouse keen 
controversy in India. The maintenance of a weak rupee in the sterling 
ratio has vanished and given place to the possibility of a weak pound ag gainst 
a strong rupee. Added to this is the widespread desire in India to import 
freely the goods she needs wherever they are available, and the general dis- 
satisfaction felt at the amount of dollar resources allocated to her in the 
Empire dollar pool. It will be remembered that expression was given to 
these views in the proposals put forward by the Indian Delegation to the 
Bretton Woods monetary conference, in which they sug geested the disposal 
of war balances on a multilateral rather than a bilateral basis. This policy 
was negatived by the conference and the question remains for direct settle- 
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ment by negotiation with the United Kingdom. It is not to be supposed 
that the conversion of the Bank of England into a Government department 
by the Bank Bill will help in the successful outcome of these negotiations on 
a mutually satisfactory basis. 


The Life Assurance Outlook 


By a Correspondent 


HERE are indications that the volume of new life assurance transacted 

this year will show a marked increase on 1944. It will be recalled that 

during the 1940 crise de confiance new business fell to little more than 
half the pre-war figures. The subsequent recovery in the nation’s fortunes 
brought a steady improvement on the low levels of 1940, an improvement 
realized notwithstanding a deterioration in the underlying influences bearing 
on the activity of life offices—of which the most important was the effect 
of the call-up on the personnel available for sales work and on the number 
of prospective policyholders. By 1944, new business had risen to 70 per cent. 
of the 1938 figures. Although the corrective effect of demobilization on 
the influences mentioned can as yet have been but slight, it is believed that 
the advance in 1945 will restore the offices in the aggregate to figures little, 
if any, below those for the last pre-war year. 

The subsequent pace of expansion is bound up with the tempo of demobiliza- 
tion and with other factors such as relief from taxation and the general 
standard of living eventually emerging in the post-war world. It is clear, 
however, that there is a vast field for development awaiting the offices. For 
one thing, the past six years of subnormal activity need to be made good. 
More important, an increase of about 5c per cent. in the money total of 
assurances in force is required if the real value of the protection afforded is 
to offset the reduced value of money; in this connection, a marked increase 
in the average sum assured by new policies is already evident. Apart from 
these considerations, the increased preoccupation of the public with the 
question of security, stimulated by discussion of the social security programme, 
is expected to enhance the demand for life assurance; the protection which 
social security itself provides cannot be regarded as adequate for more than 
a small proportion of the population. 

To some extent, the National Savings campaign may have attracted 
savings which would otherwise have found their way to life offices. With 
the end of the war, the patriotic appeal must inevitably lose some of its force, 
and if life offices can help to absorb some of the present surplus purchasing 
power this will be greatly in the national interest. During the war, all the 
new funds of life offices have been invested in Government securities and 
apart, therefore, from the small proportion of premiums taken by working 
expenses, it has been immaterial, from the national viewpoint, whether 
savings reached the Government directly through the Savings campaign or 
indirectly through life offices. The offices hope now to cane greater scope 
for the exercise of their skill in investment, but as the broad lines of policy 
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will be Government-controlled, the position is not materially different from 
that obtaining during the war. From the point of view of the individual, 
saving through life offices possesses the great merit that it can be modelled 
to meet his own especial needs and those of his family; the proceeds can 
be made available in the circumstances and in the form in which they will 
be of greatest value. 

For many years before the war, there was a pronounced increase in the 
popularity of “ with-profits ’’ policies as against those not participating in 
profits. This was due largely to the high rates of bonus which offices found 
it possible to distribute. The onset of war involved as a necessary pre- 
cautionary measure the suspension of bonus declarations, and in consequence 
much of the reduced volume of business transacted has been in the non- 
participating class. It was to counter this tendency that in the later war 
years some offices resumed the distribution of profits on modified lines. The 
decision taken by others to defer all distributions until after the war was 
probably wiser, however, since a much truer allocation of profits to the different 
years and various groups of policyholder can be made now than was possible 
so long as provision had to be made for the risk of heavy war mortality. 
Be that as it may, the desire to keep up the demand for ‘“ with-profits ”’ 
contracts is undoubtedly a sound one, for any continuation of public preference 
for the straight contract would tend to throw too much of the equity on the 
remaining participating policyholders. For reasons later discussed, any 
return to rates of bonus as high as those in vogue before the war is unlikely ; 
they will probably be about two-thirds to three-quarters of the pre-war levels. 
If these bonuses/fail to attract participating policyholders in sufficient numbers, 
the offices will inevitably find it necessary to take corrective action by revising 
their rates of premiums. 

Proceeding now to a consideration of the factors bearing on the profit- 
earning capacity of the offices, the outlook for the future is promising as 
regards the probable mortality experience, but the earning of a satisfactory 
rate of interest on funds, and the keeping of expenses to a reasonable per- 
centage of premiums, must present problems. In regard to mortality, it is 
common knowledge that the death rate from normal causes has throughout 
the war been exceptionally good, so much so that life offices have in general 
been able to absorb the cost of deaths from war causes without exceeding 
the provision made for mortality in rates of premium. The experts appear 
divided on the vulnerability or otherwise of the population of these islands 
to post-war epidemics, such as the wave of influenza following the last war, 
but provided no contrary wind blows from that quarter, and given the main- 
tenance of adequate nutritional standards, there seems no reason why the 
wartime experience should not continue. In due time the mortality tables 
on which premiums are based will be brought into line with increased longevity, 
but the offices will continue to enjoy a profit from this factor so far as old 
contracts are concerned. 

With interest earnings the reverse is the case. Even before the war the 
tate of interest earned on life funds showed a steady decline. The war sharply 
emphasized this trend, first because of the investment of all new funds in 
Government securities at a low yield, and, secondly, by higher taxation. 
The average reduction in gross and net rates of interest in comparison with 
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those ruling in the immediate pre-war years has been put at about Ios. and 
15s in the £ respectively. The net rates are now at or below those assumed 
in calculating the premiums on much business now in force and offices must 
reckon with losses from this source on these old contracts, although the 
position has doubtless been adjusted as regards policies now being issued. 
Recent pronouncements make it clear that it is the Government’s policy to 
reduce interest rates on new borrowings even below the present low costs, 
and it would be unwise to contemplate any early improvement in the gross 
yield from the offices’ investments. 

The taxation of life funds calls for some word of explanation. When the 
standard rate of income tax was fixed at 10s. in the £ the rate applicable to 
life offices was put at 7s. 6d., the preference being regarded as some offset 
to the reduction in yield suffered as a result of the inv estment of all available 
funds in Government securities at a low rate of interest. The effect of this 
policy followed for a period of six years will continue to be felt for a long time 
to come, and it would seem reasonable to expect the preference to be main- 
tained until the offices can regain a more normal distribution of their invest- 
ments. This would imply that on reduction of the standard rate from ros. to 
gs., the special 7s. 6d. rate for life offices should be modified proportionately ; 
no concession of this kind was embodied in the recent Budget, and it must 
be hoped that the Chancellor will find it possible to grant some relief next 
April. This question is, of course, closely interwoven with the income tax 
relief of 3s. 6d. in the £, which, subject to certain limitations, policyholders 
are allowed to claim in respect of their life assurance premiums. 

In the matter of expenses, it is evident that the return of the staff released 
from the forces will confront the offices with some difficulties, having in 
mind that salary rates should be higher than before the war to reflect some 
part of the increased cost of living. Even with very high new business 
figures, it must take some years to bring premium incomes into line with 
the increased expenses, so that ratios of expenses to premiums will tend to 
be on the high side—a feature which will be accentuated by the substantial 
first year’s charges on "the new policies. This expense problem is, of course, 
purely one of adjustment to changed conditions, and is not likely in the long 
run to assume the same importance as that arising from the lower interest 
yield. 

Valuations conducted by the offices during the war have necessarily been 
made on the assumption that lower rates of intere st will be earned in future. 
Three offices have reduced the valuation rate to the very conservative figure 
of 2} per cent., but 2} per cent. is more general. Strengthening the reserves 
in this way has, of course, had the effect of reducing the profits disclosed by 
valuations to a much greater extent than would result merely from the lowering 
of interest receipts. Some recovery in profit-earning power is, therefore, to 
be expected once the adjustments have been made, although, as earlier 
mentioned, it cannot be expected that rates of bonus will return to the high 
levels of the pre-war period. The recovery in earning power should be assiste ed 
by the improvement in mortality experience already discussed. It is perhaps 
worth pointing out that one effect of lower interest earnings combined with 
increased longevity ought to be a reduction in rates of premium for whole 
life contracts in comparison with those for endowment assurances. Such 
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a development would be beneficial in promoting the real purpose of life assur- 
ance, namely provision for dependents, and discouraging the purchase of 
policies purely as a means of investment. 

In concluding this article, brief reference must be made to the condition 
of the balance sheets of life offices. It will suffice to say that up to the end 
of 1944 security values continued to gain ground, and there are now, in 
general, substantial margins between the market values of investments and 
the values at which they are carried in the books of the offices. Any heavy 
post-war fall in values now seems unlikely, especially having regard to the 
intention to reduce interest rates on Government borrowings. The substantial 
holdings of Government securities, redeemable at fixed prices, should in 
any case prove a strong bulwark against depreciation elsewhere. Balance 
sheets for 1945 will reflect the investments made in the Finance Corporation 
for Industry, but these, although substantial in the aggregate, will constitute 
but a small fraction of the assets of individual offices. 





Fire, Accident and Marine Insurance 


in 1944 


By a Correspondent 


representative British insurance companies rose by {8,441,083 to 

£118,875,279, while the underwriting profit amounted to £10,411,044, 
compared with {12,081,157 in 1943. This represented 8.8 per cent. of the 
premiums, against a former ratio of 10.9 per cent. Although the marine 
premium income of the same group of companies, at £20,081,875, showed a 
reduction of £3,142,574 as compared with the figure for 1943, the underwriting 
surplus transferred to profit and loss was hi ghe r by £966,245, at £4,261,820, 
and the funds at the end of the year were maintained around their former 
level. 

It is apparent from these figures that, in general, British insurance has 
every reason to be satisfied with its achievements during what proved to be 
the last full trading year under total war conditions. However, a very large 
proportion of the profits earned was, of course, again absorbed by taxation. 
British and overseas taxation now absorbs around 57 per cent. of the total 
underwriting profits of the “‘ composite ”’ offices and, after these offices have 
made provision for sundry expenses at profit and loss, only a small percentage 
of the total surplus remains. The serious drain of present-day taxation 
upon the resources of the companies was illustrated by Mr. R. Y. Sketch, at 
the meeting of the Phoenix Assurance Company, when he said: ‘“ Our total 
taxation in the five full war years 1940-1944, inclusive, has amounted to no 
less than {£6,207,000, and of this total {1,750,000 has been in respect of 
Dominion and Foreign taxation. In the same period our shareholders have 
received {1,583,000.” 

The fact that British insurance obtains much more non-life business 


D JRING 1944 the fire and accident premium income of twenty-two 
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overseas than at home is little known. British insurance represents an 
invisible export of some £20 millions annually, and a striking testimony to 
the importance of British insurance operations in the foreign field was given 
by Lord Woolton as follows: “‘ Let us look at the size of this part of our 
national business. In insurance other than life its total premiums amount 
to {260 millions, and of this amount {£160 millions is in overseas business. 
It has a 25 per cent. share of world insurance other than life, and controls 
10 per cent. of life assurance throughout the world. British insurance operates 
in 100 countries, it transacts 100 different classes of insurance and issues 
policies in 46 curr encies and 16 languages.’’ It cannot be doubted that much 
of last year’s increase in the fire and accident premium income was due to 
the state of industry and trade, coupled with the level of prices and wages, 
in the United States of America and the Dominion of Canada. 

War conditions continued to make for growth in fire insurance premiums 
throughout the free world. The liberation during 1944 of many of the 
European nations invaded and occupied by Germany in 1940 and 1941 im- 
mediately presented problems to the British insurance industry which were, 
in a large degree, connected with fire insurance, but, although much exploratory 
work has been done and contacts made, the practical outcome in terms of 
recovered connections and resumed operations has still to emerge. The 
accounts of our group of twenty-two British companies reveal a total fire 
premium income for 1944 of £57,807,475 against £53,481,122 for 1943, and an 
underwriting profit of £4,097,836, or 7.1 per cent. of the premiums, against 
£5,428,764, or 10.15 per cent. of the premiums, in the previous year. Apart 
from the limitation of underwriting control—an unfavourable wartime feature 
already referred to at some length in previous articles—the year under review 
will be remembered for a succession of calamities abroad. A figure of 
{4,000,000 probably does not fully represent the capital loss that resulted 
from the Australian bush fires in January and February of last year, and 
the insured loss was substantial. Then in April a great part of the dock 
area at Bombay was devastated by explosion and fire, and {19,000,000 has 
been given as the probable property loss, and insurance interests were heavily 
involved. 

In the United States, an Atlantic coast hurricane in September was 
followed by another a few weeks later and, with the prevalence of extended 
coverage policies, proved costly to insurers, while an explosion in a liquid 
fuel gas plant, followed by conflagration, at Cleveland in October, caused 
ft estimated at between $10,000,000 to $14,000,000. Taking these 
calamities individually, it is doubtful whether the losses of British offices 
operating in the areas were of great magnitude, but collectively they must 
have had quite an adverse effect upon the loss ratio for the year. With an 
increase in the aggregate material damage in this country of some 28 per 
cent. on the 1943 — and considerably increased fire losses in the United 
States and in Canada, it is indeed surprising that the year’s transactions in 
this branch of the whe iness should have produced what can correctly be 
described as a fair average underwriting profit. 

It is strange to reflect that one of the outstanding features of accident 
insurance during 1944—a year of total war—was connected with planning 
for peace. The introduction of the Government White Paper (Part 2), setting 
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out a scheme for dealing with compensation for industrial injuries, as part 
of the nation-wide social insurance scheme, and the reception afforded by 
the House to the Government proposals made it clear that the days of work- 
men’s compensation insurance were numbered. In connection with the loss 
of premium income which the introduction of the scheme entails, Mr. Richard 
Durant Trotter, at the meeting of the Alliance Assurance Company, said : 

“When Parliament passes the necessary Social Security Legislation, it will 
entail the loss of our home workmen’s compensation business, which repre- 
sents a premium income of about £400,000—a very serious loss to us, without 
any immediate corresponding reduction in expenses. It is hoped, however, 
that in time this loss in premiums income will gradually be made up from 
other sources.”’ 

So many classes of insurance are undertaken in the accident department 
that it is difficult to imagine conditions unfavourable to all the sections 
simultaneously. The war reduced the income in the motor section and 
increased the income in the workmen’s compensation section, but it now seems 
that peace will bring about a reduction in workmen’s compensation income 
as the motor income recovers. At home, the heavy increase in burglary 
claims throughout the country had an important bearing upon the results 
of the accident account as a whole. Losses of this kind continue to be 
numerous and costly, and experience in the current year is unlikely to show 
improvement. Motor business also proved less profitable than in 1943, due 
largely to the increased cost of claims and the growing frequency of accidents 
as more cars reappeared on the roads. Accident and general premiums 
continued to expand both at home and overseas, and with casualty business 
in the United States, Canada and Australia proving satisfactory, the under- 
writing profit, although somewhat lower than the favourable figures of 1942 
and 1943, was, neve rthe less, substantial. Compared with the patriarchs of 
insurance—marine, fire and life—the accident branch is a mere infant, but 
legislation has tended to make this section of insurance activity increasingly 
important to the community, with the result that the total accident and 
general premium income of our group of offices during 1944, at £61,067,804, 
exceeds the fire premium income for that year by some psaeenae, while 
the total accident underwriting profit, at £6,313,208, was {2,215,372 higher 
than the underwriting surplus in the fire account. Accident premium income 
advanced during the year by £4,114,731 and the surplus represented 10.3 
per cent. of the premiums, against a ratio of 11.7 per cent. in 1943. The 
immediate outlook can be summed up in the words of Lord Courtauls-Thomson, 
at the meeting of the Employers’ Liability Corporation, as follows: “ The 
period of transition from war to peace will bring special problems of adjustment, 
difficult to solve, and there are indications in the current experience, both 
in motor business and in workmen’s compensation business, of a trend towards 
higher loss ratios than we have had in the last few years.” 

The business of the marine market falls into three well-defined sections— 
hull, cargo and war risks. The uncertainty in the hull market is, of course, 
the extent of outstanding liability and underwriters have to make substantial 
provision for delayed repairs. In the field of cargo insurance the most im- 
portant development was the general improvement in wartime navigation 
conditions throughout the year. Theft and pilferage of goods in transit 
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has, during the war, grown out of all proportions to its peacetime dimensions. 
The underwriting experience is that the practices are world-wide. It occurs 
both before shipment and after discharge. In his speech at the annual 
meeting of the Liverpool Underwriters’ Association, the chairman, Mr. J. A. 
Nelson, said that conditions on shore, particularly the increase in theft and 
pilferage, caused great concern. It was one of the consequences of wartime 
conditions which called for very strong measures if it was to be ke pt under 
control. In certain regions claims for pilferage have become so serious that 
some underwriters prefer not to write the risks of transport, if liability for 
pilferage on land is to be included in the cover. 

Marine premiums of the group of companies used for the purpose of this 
review totalled {20,081,875 in 1944, to compare with {23,224,449 and 
{31,125,744 in the two preceding years. Owing to the restricted tonnage, 
limitation of export licences and certain Government shipments being un- 
insured, cargo business was curtailed, while the reduced premium income 
also reflected the reduction in war risk rates and the adjustment downwards 
of the combined marine surcharges in order to synchronize with the improved 
experience. The trading result in the marine account was eminently satis- 
factory and, despite the transfer of £4,261,820 (against £3,295,575 in 1943 
and #1,161,554 in 1942) to profit and loss, the funds at the end of the year 
were slightly higher than the total in hand at the end of 1943. The financial 
position of the marine departments is thus further strengthened and in a 
strong position to face future uncertainties. 

Sir Stafford Cripps recently gave an assurance that the Government 
had no intention of interfering ag the free transaction of insurance business 
by private enterprise, save to the limited extent to which insurance at home 
might be affected by the existing pire relating to personal social insurance 
and industrial injuries. It was also announced that it was the Government's 
desire that insurance should be, in the future, as in the past, valued on an 
international basis and as a business of international character. The financial 
stability of British insurance is unimpaired and, given the freedom from 
Governmental restriction or control, implied by these assurances, its future 
at home and abroad seems assured. 
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Wanted: A Census of Distribution 


N the White Paper on Employment Policy, it was pointed out that a 
| successful policy of full employment would make it vital for the Govern- 

“ment to obtain “ more fully, and much more quickly than they have in 
the past, exact quantitive information about current economic movements.” 
One of the most valuable sources of such data is the census of production, 
which in future is to be taken annually. Even so, the information provided 
by the census stops short when the goods have been produced and normally 
before they leave the factory, though some manufacturers do their own 
wholesaling and value their goods as “the y leave the wholesale depots. The 
extent of this practice is not known and there is, in fact, little or no statistical 
information covering the progress of goods through the various stages of 
distribution from the factory to the consumer. The magnitude of this gap 
in our knowledge may be seen from the fact that the distributive trades 
proper employed in 1939 3,100,000 workers, transport 1,400,000, and other 
service trades a further 2,000,000, making a total of no less than 6,500,000 
workers whose activities might be covered by a census of distribution, as 
compared with 10,200,000 covered by the census of production. 

rd now concedes that the information contained in the census 
of production has been of value not only to Governments, but to business 
men ae elves. There can be no doubt that this would be equally true 
of a census of distribution. This would provide for the first time the facts 
vithout which it is impossible to discuss at all scientifically such questions 
as the alleged ‘“ wastefulness’”’ of the distributive system or the relative 
efficiency of the various types of retail organization. Local authorities, too, 
would obtain information of use in local planning, such as a comparison of the 
levels of consumption in different areas (for example, in the development 
areas as compared with more , prosperous regions). But above all, a census 
of distribution would be of inestimable value to those responsible for the 
national income statistics which are to become the touch-stone of economic 
jiolicy. 

It may be pointed out that there are three fundamental methods of ascer- 
taining the national income of the country: (a) the tmcome method which 
consists of adding up the income of its inhabitants, including undistributed 
company profits and excluding transfer incomes; ()) the output method of 
egeregating the net outputs of all the industries and services in the country 
and (c) the expenditure method, which consists of adding up the total ex- 
penditure on all forms of finished goods and services, but not of intermediate 
products. It is desirable to employ all three methods if possible, not only 
in the interests of accuracy but also because each method yields detailed 
information of value in itself. Thus, the income method shows the distribution 
of income as between wages, salaries and property incomes, while the output 
method shows how much. of the total is produced by various industries, and 
the expenditure method shows how the consumer outlay is distributed between 
different types of goods and services. A census of distribution would be of 
the greatest possible value to the national income statistician. Its chief 
(ffect would be to enlarge our knowledge of consumers’ expenditure, but it 
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would also assist in the estimation of output and income. 

Statistics of retail sales in particular would render unnecessary a great 
deal of elaborate statistical investigation which is required at present. In 
their absence, estimates of consumers’ expenditures have to be built up from 
statistics of production. Assuming that for the commodity concerned the 
census of production shows the amount produced and its selling value at the 
factory, a number of estimates have to be made in order to estimate the 
consumers’ expenditure on that commodity during a particular year. It is 
necessary, first, to adjust for imports and exports, and even then three major 
problems still remain to be faced. In the first place, allowance must be made 
for changes in stocks at all stages of distribution. Secondly, purchases made 
by businesses and public authorities have to be taken into account, and, 
finally, it is necessary to estimate the series of margins at the various stages 
of the journey from the factory to the consumer in order to derive the retail 
value from the factory price. Over the greater part of the non-food field 
the retail price probs ibly exceeds the factory price by 60 to 70 per cent., but 
the actual margin is not known with any accuracy, and even between the 
limits just mentioned the difference would be sufficient to change the estimated 
value by over £50 millions. On problems of this sort a census of distribution 
would clearly throw a great deal of needed light. It would greatly increase 
our knowledge, for ex ample, of the profit margins in various branches of pro- 
duction, by giving more information about the difference between buying 
and selling prices of goods in various trades. This would fill an important 
gap in our present information, since the margins for particular shops or 
particular commodities may be very misleading when applied to the trade as 
a whole. A ce nsus would also show the extent to which goods pass through 
the wholesalers’ hands, and through how many wholesalers, before reaching 
the retailer. It would be helpful, too, if the larger stores could be asked to 
produce the information which in general undoubtedly exists in their records 
about their sales of different lines of goods. From the smaller shops one 
would probably have to be satisfied with less detail, requiring information 
only about broad classes of trade such as clothing or groceries. There would 
be a parallel here with the more detailed information required by the census 
of production from large firms than from small ones. 

Such a census would also be of great assistance in measuring the changes 
in stocks, which it has been pointed out are an important factor in estimating 
consumers’ expenditure from particulars of annual production. This measure- 
ment of stock changes has an important bearing on another major item in 
the national expenditure, namely the formation of capital. From the point 
of view of diagnosing the economic situation at a particular moment the 
stock changes are partic ularly significant because variations in stocks are 
often one of the first signs of disequilibrium. While a census of distribution 
could not hope to supply fully up-to-date information about stocks, it would, 
nevertheless, show how large are the stocks held at the different stages, and 
so provide a basis for estimating current changes in the total with “the aid 
of sample returns. 

At the present moment, too, there are a large number of direct service 
trades (such as laundries, hotels or restaurants) which together account for a 
sizeable volume of expenditure, but about which very little reliable informa- 
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tion has hitherto been available. A census of distribution would provide 
such information for the first time. 

The absence of a census of distribution has also been one of the main 
reasons why it has not so far been possible to compile a reliable analysis of the 
national product of industry. Such information is important not only for 
its own sake, but as a cross check on estimates derived by different approaches, 
such as the income method. The census data would also be helpful under 
the latter head, since income tax statistics alone cannot show the total level 
of wage and salary payments, owing to the number of incomes below the 
exemption limit. Estimates, therefore, have to be compiled from other 
information (such as data on employment, hours of working, earnings, etc.), 
and it is precisely the distribution and service trades where such information 
has been most inadequate. 

Taking all these possible uses together, it will be seen that the proposed 
census of distribution would represent the largest single step towards really 
comprehensive and reliable national income statistics. To ensure that the 
Budger White Paper achieves the highest possible level of accuracy is an 
important national interest now that such statistics are to become the central 
guide to full employment policy. 


The Export Credits Department 
By C. J. Shimmins 


N the stupendous efforts which will be required to regain our export trade, 
[Government spokesmen have set as a target an increased volume of exports 

equal to at least 50 per cent. over the 1938 figure ; or assessed by 1943 
figures, our exports must be multiplied five or six times. This problem of 
restoring our export trade is one of vital importance to bankers, and all of 
them, fully alive to the necessity of lending every assistance to their exporting 
customers, are ready to supply the necessary financial aid, and to make 
available the vast amount of technical information on overseas markets 
which is collected by their Foreign, Intelligence or Information departments. 

In so far as the necessary finance is concerned, the excellent facilities 
available to exporters under the Export Credits Guarantee Department are 
not sufficiently known, particularly by the smaller firms engaged in the export 
trade. In the same way, the facilities whereby banks negotiate, or lend 
against, bills drawn with the backing of an Export Credits Guarantee Policy 
on highly favourable terms are not fully appreciated by customers. In 
pre-war days a large proportion of the export trade of this country and of 
other countries was financed by London bankers’ confirmed credits (the 
commission from which was a valuable contribution to our invisible exports). 
But it is not improbable that in the future this type of business will decline 
to some extent in favour of the Department’s policy as an instrument of 
finance. This contention is supported by the fact that under the recent 
Export Guarantee Act provision is made for the first time whereby the range 
of guarantees is extended to cover the sale of primary products produced 
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overseas and sold 
this country itself. 

The Export Guarantees Act, which became law early this year, is not a 
new plan, but new only in respect of details; for the principle of export 
credits guaranteed by the Government dates back to 1919, when the Govern- 
ment then in power passed legislation to assist exporters in their efforts to 
restore European markets after the war of 1gr4/18. The Board of Trade 
was empowered to make advances up to a figure of £26,000,000 in connection 
with exports to certain countries, mainly European, of ‘ goods wholly or 
partly produced or manufactured in the United Kingdom.” The resultant 
busine ‘SS was very small, and the scheme was amended in Ig21, when a system 
of guaranteeing bills drawn by exporters was introduced, while the list of 
countries was extended to cover almost the entire world. Even so, few ex- 
porters availed themselves of these facilities and the Credit Insurance Com- 
mittee investigated the whole system. This Committee reported in 1926, 
and recommended that the Department’s facilities be extended. 

As a result the Export Credits Department was born, and it was later made 
a Department of the Board of Trade instead of a branch of the Overseas 


' 


direct by United Kingdom merchants without coming to 


frade Department. A new scheme was introduced, the essence of which was 
a contract between the exporter and the Di partment similar to a contract 


’ 


f insurance referred to as Contract “A” In 1931 a Comprehensiy 
( itee was introduced covering the whole of the overseas accounts of 
exporter, and by payment of a premium the exporter was assured of 
receiving from the Department 75 per cent. of all losses covered by the policy. 
\s a result of the numerous exchange restrictions in force from I9g31 onwards, 
1 New p was taken in 1935 when the Department introduced a Transfer 


Guarantee. This did not cover fluctuations in foreign currencies, whic! 


l 
in any case can be covered by a forward exchange transaction through 
the exporter’s bank, but the Department undertook to pay an exporter of 
yoods invoiced in sterling up to 75 cent. of the value of the ; aed SIX 
months after the due date, provided the buyer was solvent and ail import 
and exchange regulations had ite Pst with. In 1940 the Transfer 


Guarantee was expanded to include War Risk, and the cover increased to 
per cent. Subsequently, an “ All-in’’ War Emergency Policy was intro- 
duced, covering all the risks embodied in existing policies, with other additional 
safeguards. 
The Export Guarantees Act of 1945 increased from 
{200,000,000 the limit of liability laid down in the Act of 1 


] 


5,000,000 to 
), and within 
this maximum the subsidiary limits of £7,500,000 for re-exports and {2,500,000 
for ancillary services connected with the export trades were both doubled. 
Mr. Hugh Dalton, when moving the second reading of the Bill in the House 
of Commons, pointed out that over the period during which the export credits 
system had extended, the receipts from premiums had always been sufficient 
to cover the Department’s expenditure, and over the whole period of more 
than 20 years since guarantees were first given no charge had fallen on the 
Excl hequer. The total amount of trade guaranteed by policies issued during 
the past five years has exceeded £375,000,000. In respect of consumer goods, 
credits are usually given for six months, and in re spect of capital g goods (e.g. 
plant, equipment and heavy machinery) from three to five years. 
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As a result of this legislation, a new policy—the E.C.G.D. (Contracts) 
Policy—was introduced as from May 1 last. As was explained in the August 
issue of THE BANKER, the policy covers the whole of an exporter’s overseas 
trade in goods sold for cash or on short credit during a period of 12 months, 
or by arrangement, and on special terms, his trade in certain markets only. 
The risks covered are as follow: (a) Insolvency or protracted default in 
payment on the part of the buyer. (0) Exchange restrictions in the buyer’s 
country which prevent the transfer of sterling to the United Kingdom. 
(c) The occurrence of war between the buyer’s country and the United Kingdom; 
or of war, revolution, etc., in the buyer’s country. (d) The cancellation or 
non-renewal of an export licence or the imposition of restrictions on the 
export of goods not previously subject to licence. 

The proportion of the contract price that is guaranteed is 85 per cent. 
where insolvency or default occurs and go per cent. in all other cases. The 
policy does not cover such risks as repudiation of the contract or disputes 
as to the quality of the goods. Any recoveries obtained after payment of 
the guaranteed percentage are shared between the exporter and the Depart- 
ment in proportion to their respective interests in the debt, i.e. 85 per cent. 
(or go per cent.) to the Department and 15 per cent. (or 10 per cent.) to an 
exporter covered for the maximum percentage. In the case of insolvency 
or default the claim is payable immediately after the occurrence of the in- 
solvency or twelve months after the due date of payment of the debt if by 
that time the debtor’s insolvency (as defined in the Policy) has not been 
established. In the case of all other risks, claims are paid usually six months 
after the due date of the debt or the occurrence of the event which is the 
cause of the loss. This standard policy can be obtained in a modified form 
E.C.G.D. (Shipments) Policy—at a lower rate of premium. The “ Contracts’ 
Policy gives cover to the exporter from the time the contract or sale is entered 
into, whereas the “Shipments ’”’ Policy becomes operative only when the 
goods are on board ship. 

Where it is desired to borrow or negotiate bills against shipments which 
are covered in this way, the Department wpe sc three types of mires 
Forms: (1) Form E.C.G. 86, where the exporter desires to hypothecate his 
whole policy to the bank. (2) Form E.C.G. 85, where the e xporter wishes to 
hypothecate oo nts a may become due under the policy in respect of 
certain bills. (3) Form E.C.G. 334, where the exporter desires to |! hype thecate 
payments which may become due under the policy in respect of certain 
specified countries only. 

The forms embody instructions to the Department to advise the. bank 


1 


direct of any changes in the terms of the policy, such as changes in credit 


limits after it has been issued. It is advisable to have this ra mn completed 
by the customer. Advances against bills require the usual examination of 
shipping documents, etc., and the bills should drawn in sterling or in a 
foreign currency approved by the Department. Where bills are drawn at 


currency, the term should not exceed the maximum period of credit in- 

rporated in the Policy (this is stated in the schedule which forms part of the 
policy). As mentioned above, the risks covered amount to 85 per cent. and 
go per cent., and accordingly it may be necessary to ask the customer for a 
deposit of the margin, or even more, to be left until the bills are paid. 
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How Cheque Paper 1s Made 
By Sgt. K. P. W. Stoneley, R.A-F. 


O member of a bank staff, nor indeed any user of paper-money, could 

fail to find much that is interesting in a privileged visit to the highly 

specialized factory in which is made the expensive raw‘ material of his 
profession—the high-class paper for notes and cheques. Such a visit was 
the writer’s good fortune during a recent leave from R.A.F. duties, when he 
was taken over the Auchmuty and Rothes paper mills of Messrs. Tullis, 
Russell & Co., by far the largest makers of cheque paper in this country. 
The mill premises cover an area of about one square mile, in which is contained 
a goods and shunting yard besides the mill and its laboratories. The mill 
deals chiefly with paper made from wood pulp with its added chemicals, and 
with paper made from waste materials repulped. The processes in both 
cases are very similar. The raw material, whether it be wood or waste paper, 
is put through a machine which minces it into particles sufficiently small 
for boiling. 

As the processes from this stage are much alike, the word “ pulp”’ will 
include all types of raw material. From the boiling vats the pulp goes on to 
the bleaching rooms, where it passes along quite swiftly in long troughs about 
three feet deep and four feet wide. The bleaching takes place in series of 

vats, the colour changing in the process, from chocolate brown for wood and 
green for other raw materials, to a milky white substance having a spongy 
appearance. Water is used extensively in the “ wet ”’ side of the manufacture 
of paper. Entering the next room, the pulp is fed on to a moving belt of 
fine copper wire mesh, passing under a spray of warm water which is played 
on the belt at the beginning of its run. As the fibres pass along on this belt, 
the water is allowed to percolate through them and the wire mesh, so giving 
strength lengthways to the band of paper. The band coming from this belt 
is of uneven thickness, averaging about } inch. It has an appearance of damp 
cotton wool or chamois leather. 

This web or band is put into a beater or vat, in which is a rotating roll 
furnished with knives or bars to work against other stationary bars in the 
casing of the beater. By this action, the bundles of fibres are brushed out 
into individual fibres and, in the case of long fibres, made shorter by the 
bruising or cutting action. This vat also acts as a mixing vessel. Here, 
according to the type of paper required, different percentages of the various 
fibres are added. Here also loading, sizing and colouring materials are mixed 
into the pulp. The process just described is then repeated at a greater speed 
over a fine mesh of copper wire. The greater speed draws out the fibres, so 
giving a thinner sheet of paper. There is added to the process this time a 
lateral wobble to the moving belt. This lateral movement is found to give 
the fibres strength across the grain as well as lengthways. 

For thicker types of paper it is at this stage that two bands are joined 
together to form one strip. This takes place by two bands being brought 
together and put through several sets of rollers, called in the trade “ press 
rolls,’’ the upper one always being made of highly polished granite while 
the lower one is made of a composition of rubber. The strip is turned several 
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times in order that the sides may be pressed equally. It is then dried 
passing around large steam-he ated rollers called “ drying cylinders’”’ and 
passed through steel rollers to “ pelt ’’ the surface and to give it a certain 
amount of gloss. As the fibres are passing through these rollers they are 
found to pick up a certain amount of electricity, owing to the slight friction 
involved in the process. So before the strip is fed on to a roller a rod is placed 
across its width. Suspended from this rod are a number of light short chains, 
set at intervals of three or four inches. These pick up the electricity from the 
strip and so leave the operator free to manipulate the roll, the electricity so 
collected being given an easy path to earth. 

If the paper is not required for immediate use, it is taken to an airing 
room known in the trade as the “ maturing room.”’ Here it is unwound on 
to a series of open wooden-slatted cylinders. It is wound over a number 
of these rollers for several hundreds of yards before it is finally rewound on 
to another spool. The “ wet” side of the manufacture of paper being com- 
pleted, these rolls are then moved into a cutting room. The strip whe n set 
up for cutting passes through two sets of cutters. One consists of a number 
of circular cutters revolving on a spindle at right angles to the strip, thus 
cutting the strip into a number of smaller strips of the “required width. This 
is followed by the other cutter, which consists of two or more blades set at 
right angles to the moving strip, but revolving on a spindle in a “ lawn mower ”’ 
manner. This cuts the strips into the desired lengths. 

At the Auchmuty mill also there are to be found the special rooms used 
for executing contracts from most of the large banks throughout the country. 
The bankers concerned require paper upon which they will print their cheques, 
these including the firm’s watermark as well as the special chemical properties 
which art paper possesses. At this mill, special rooms are set aside for 
this particular work. The necessary chemicals are mixed in with the fibres 
as soon as the boiled wood pulp has been bleached. The chemicals in the 
cheque paper allow any tampering with the writing on a cheque, either with 
an acid or an alkali, to be detected. For when an acid is applied to the cheque 
the paper will turn a blue green, while if an alkali is applied to it the paper 
will turn brown. 

When the paper is passing over its second wire mesh system, it has the 
watermark inserted in it by using what is generally known as a “ dandy roll.” 
The required watermark is embossed on a wire mesh roller of similar material 
to the moving conveyor band. This in effect gives to the paper while it is 
still wet a preliminary pressing in certain chosen spots. In this manner the 
watermark is introduced. Then a remarkable thing occurs: the rough 
edges of the paper are cut away by a fine jet of water which is played on to 
the oncoming paper at a convenient angle and speed. The cutting is done 
at this stage. to ensure that the correct “width will pass through the rollers. 
Water is used for this cutting as it is found that it is impossible to obtain a 
clean cut with a knife on this wet material. 

Specimens of this paper are being taken at intervals. They are checked 
for weight and thickness. The measuring instrument used in the mill in 
question was made in Leipzig. Using the micrometer scale on this instrument 
it is possible to measure thicknesses to 1/2000th of an inch. It may be 
mentioned that the thickness of a Barclays 3-in. by 6-in. cheque form is only 
2/r1oooths of an inch. 
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International Banking Review 


France 

T is understood that the external credits obtained by France from Great 

Britain, Belgium and Sweden have been completely exhausted, long before 

the date of the termination of the respective agreements. This foreshadows 
a further reduction of the gold reserve, to cover the import surplus, even 
though some imports are still arriving under the 23 per cent. credit of the 
Export-Import Bank, arranged for the purpose of taking up goods ordered 
under Lend-Lease. 

A double taxation agreement between the United Kingdom and France 
was recently signed in Paris. It contains provisions relating to the French 
tax on dividends, under which a British company will not be liable to that 
tax by reason of possessing a French subsidiary company. The liability of 
such subsidiary or branch to French taxation will be confined to the profits 
of that subsidiary or branch. The provisions are made retrospective to 1931. 

y protocol to the agreement, the French Government agrees to give up 
certain arrears of dividend tax from British companies for years before 1931. 

A French delegation has arrived in London in order to discuss the possi- 
bilities of the resumption of stock arbitrage operations between London and 
Paris. The French authorities are not opposed in principle to the resumption 
of arbitrage, provided that the transactions do not imply export of capital, 
and that the securities which are bought in London are carefully selected. 
A list of permissible securities will eventually be established, and also a list 
of banking houses authorized to effect transactions. 

Shortly before the election, the French Government issued a decree abrogat- 
ing or modifying several provisions of the Stock Exchange law passed by 
the Vichy Government. As a result, the French Bourses will in future enjoy 
a higher degree of freedom. Permission to deal will not henceforth necessitate 
the authorization of the Government’s representatives on the Bourses, though 
the latter will have the power to demand the withdrawal of securities from 
quotation. 

Belgium 

Belgium is the only liberated country where financial conditions appear 
to have become consolidated to a considerable degree. Even though the 
note circulation has increased once more, and the deflation produced by the 
drastic measures of 1944 has been cancelled by new issues of notes, inflation 
is more moderate than in any other liberated country. The Government 
has a substantial claim against the United States, largely as a result of the 
extensive use of the port of Antwerp for American military traffic. Never- 
theless, the black market rates of sterling and the dollar are much higher 
than the official rates, and prices, though steadier than in other liberated 
countries, are high on the basis of official 1ates. 


Greece 


Conditions are as unsettled as ever in Greece, since the failure of M. 
Vavaressos’s attempt to enforce stability of prices. Confidence in the drachma 


is not very strong, and the real basis of the country’s monetary standard - 
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is still the sovereign. Trade is transacted to a large extent in terms of 
sovereigns, even if actual payment is made in drachmas on the basis of the 
market rate of the sovereign when payment is due. Prices usually move 
in sympathy with the fluctuations of the market rate of the sovereign. This 
fact puts considerable power in the hands of large holders of sovereigns, who 
by bringing about changes in the price of sovereigns are in a position to in- 
fluence the price level. Comparatively small purchases or sales of sovereigns 
are liable to cause material changes in the quotation, and affect the prices 
of large volumes of commodities. 


Publications 


Bureaucracy, by Ludwig V. Mises (Hodge, 8s. 6d.). Following Professor 
Hayek’s best-selling ‘“‘ Road to Serfdom,” another distinguishe “d member 
of the Austrian School gives us in this book a further exposition of the thesis 
that socialism is ultimately incompatible with democratic institutions and 
represents a retrogression to a demonstrably inferior system of economic 
organization. The strait-jacket of bureaucratic organization paralyzes 
the individual’s initiative, while within the capitalist market society an 
innovator still has a chance to succeed, The former makes for stagnation 
and preservation of inveterate me thods, the latter makes for progress and 
improvement. . . The champions of Socialism . . . call themselves Liberals, 
but they are intent upon abolishing liberty. They call themselves democrats, 
but they yearn for dictatorship.” U nfortunately, Professor Mises’ work, 
like its Hayekian predecessor, is calculated to provoke those who accept the 
fundamental strength of this thesis no less than the castigated Socialists 
themselves ; for the exposition is so over-simplified and divorced from the 
facts of the (present-day) real world that it is as likely to discredit as prove 
its case in the eyes of the lay public. Thus Professor Mises draws an eloquent 
contrast between the capitalist market economy, in which the consumer is 
sovereign, the worker gets what he is worth, and inefficiency is rewarded by 
bankruptcy, on the one hand, and the bureaucratic régime, on the other 
hand, where there can be no market evaluation of the services rendered and 
the employee is necessarily dependent on the goodwill of his superior. But 
nowhere does Prof. Mises think it worth while to point out that everything 
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he says of the business world applies exclusively under his tacit assumptions 
of perfect atomistic competition and full employment. Thus the uninstructed 
eader will be tempted to suppose that, since these assumptions are not justified 

1 practice, the Professor is simply writing nonsense. To the layman living 

in the real world, indeed, Prof. Mises’ naive exposition of the utter impossibility 
of nepotism or favouritism in private business must read like delicate irony. 
In the imperfect real world, unfortunately, with its monopolies and frictions, 
the adjustment of reward to productivity is not so animale and jobs are lost 
for other reasons than failure accurately to gauge the consumer’s unexpressed 
wishes. 1 hroughout the book there is no reference to monopoly, other than 
demonstration that a railway without direct competition must take into 
account the elasticity of demand for travel (that is, the competition of other 
avenues of expenditure). Only towards the end do we find a mention of 
mass unemployment, with the statement that this “ is the outcome of allegedly 
‘pro-labour’ policies of the Governments and of trade union pressure and 
compulsion.”’ Now, that statement contains a great deal of truth, since un- 
employment would probably be much smaller if money wages were completely 
flexible ; but the statement is, nevertheless, misleading if it is not pointed 
out also that the growth of trade unionism is prompted and justified by the 
deviations of any actual economy from the self-adjusting régime of pure and 
perfect competition which exists nowhere save in the imagination of Prof. 
Mises and his fellow-thinkers. If one should look to the author for guidances 
about what should be done to improve a system that has gone so sadly astray, 
the only answer, by implication, is: ‘‘ Smash -_ unionism and make it 
possible to bring down money wages,’’ for he argues—quite incorrectly, of 
course—that any expansion of credit to Peete the unemployed must be 
inflationary and operate only by reducing real wages. At this late day, it 
should not be necessary to refer once again to Keynes’ demonstration that, 
given unemployment, credit expansion will not raise internal prices; and 
if the result of expansionist policies is to necessitate an adjustment of the 
exchange rate, this only means that the currency was over-valued externally 
in the first place (those in work were able to consume more than the = brium 
amount of foreign products because the unemployed had no incomes with 
| all). Again, Pr f. Mises is liabl 

ie argues that, a Socialist dictator being deprived 
of market prices a guide to rational calculation, Socialism must aan in 
‘chaos.”’ This is a purely academic concept that ‘ chaos” exists if all 
‘onsumers are not able to move on to their most highly preferred indifference 
urves. n this definition, a completely successful rationing scheme would 
o be complete cha Given the ‘mi se of words, the danger in 
ism is not chaos but well-regimente rderly coagulation. That one 
compelled to make all these criticisms in the interests of accuracy and 
ilrness is a pity, for there is no doubt that even with all the needed qualifica- 
‘reat deal ren of the basic thesis ; for even the present-day business 
rs some resemblance to the abstract capitalism of Prof. Mises and ° 
li ! its advantages over Socialism. For the informed reader, able 
to make the needed reservations and mental adjustments, in any event, the 
book must leave a twofold impression: First, if the need for some reform 
of the actual system be conceded, the overwhelming superiority of the liberal 
solution, which would seek to reinfuse competition into the price system, 
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over the Socialist solution which jettisons entirely the price system, with 
its inestimable advantages if correctly barnessed to the needs of the com- 
munity. Secondly, he will be disturbed to find that the danger to political 
freedom inherent in Socialism is not a purely academic one. ~The most un- 
democratic sentiments and proposals have actually been put on record publicly 
by more than one of this country’s Socialist intellectuals. Thus we have 
Prof. Laski’s proposal to restrict the powers of Parliament to safeguard the 
transition to Socialism. Stafford Cripps would like an irrevocable Planning 
and Enabling Act which would leave all the “ details”’ of socialization to 
the Cabinet ; and among the economists, Prof. Mises states, Joan Robinson 
“is not only afraid of independent churches, universities, learned societies 
and publishing houses, but no less of independent theatres ‘and philharmonic 
societies. All such institutions, she contends, should be allowed to exist only 
‘provided the régime is sufficiently secure to risk criticism.’’’ And this in 
a pamphlet publishe d by an Association which claims in a preface “ we 
advocate democracy ” and has as its objective to train the citizens ‘“‘ in respect 
for the equal rights and freedom of others”! If this is the Left-Wing con- 
ception of democracy and tolerance, the Road to Serfdom certainly looms 
before us, even in this country. 
Studies in Practical Banking, by R. W. Jones, with a foreword by Bernard 
Campion, K.C. (Pitman, tos. 6d.). As one turns over old volumes of th: 
Institute Journal, and as one remembers banking as it was thirty or forty 
years ago, it is no mere nostalgic preference for the good old days that leads 
to the belief that once upon a time a bank manager could rely more upon 
character and less upon legal decisions. During the past quarter of a century 
the traps have increased and multiplied, and more than one bank has decided 
in its wisdom to establish a legal de ‘:partment which can scan awkward cases 
in order to see whether there is a good reason for consulting solicitors. 

To match the growing complexity of the banker’s work we have seen 
a splendid response from bank men. Before the last war, any enthusiastic 
junior who proposed to launch into the studies leading to the Institute’s 
certificate could hope for little encouragement from his superiors; today. 
the question is rather how far it is wise to regard these studies as a norma! 
discipline for every clerk. Few men have played so large a part as Mr. R. W 
Jones in this radical change. Years ago as a tutor, and later as Gilbart 
Lecturer, he set the stamp both of his learning and of his personality upon 
banking studies ; and long after he has departed into well-deserved retiremen 
young men who never heard his trenchant utterances will still be benefiting 

y the books into which he distilled the essence of his practical experienc: 
and great legal knowledge. 

In 1932, when Mr. R. W. Jones delivered the first of his Gilbart lectures, 
those who listened to him were conscious that a new voice was speaking 
fhe Foundation responsible for these lectures had performed a valuabk 
function for many years in making available to bank officials the guidanct 
of distinguished barristers, and bank officials were rightly very grateful. 
But here was something different—a speaker moving familiarly among all 
the legal jargon and “‘ leading decisions,”’ and who vet spoke with the working 
experience of one who had himself known what it was to be the toad under 
the harrow. So successful was the first series that the organizers called upon 
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Mr. Jones to give the lectures for three further years, and in 1935 the whole 
corpus was published under the apposite title of “‘ Studies in Practical 
Banking.” This book soon became the vade mecum of innumerable clerks 
and of many branch managers. We are, therefore, particularly pleased to 
see that the publishers have brought out a second edition in readiness for 
the demand that demobilization is sure to bring in its train. We can think 
of no one work that will prove more useful to the bankman returning to his 
desk after a quinquennium in the Forces. 

It is no slur on the rest of this book to say that the most impressive portion 
is that which deals with advances against documents of title to land. Our 
curious system of land tenure has no abler and clearer exponent than Mr. 
Jones, and his “‘ Bankers and the Property Statutes ” has long been recognized 
as a standard work; so no young bank clerk, after reading the chapter on 
title deeds and land certificates, can have any excuse for pleading that real 
estate legislation is so much Greek to him. 

We have suffered so much from grey paper and smudgy type, nominally 

‘xcused by wartime production standards, that intending purchasers of this 
new edition will be relieved to hear that the format, though unavoide ably 
inferior to that put out in former times, is yet better than they can reasonably 
expect today, and the publishers are to be congratulated on having realized 
that good wine deserves a good bush. But for the very reason that we have 
here an enduring guide to bank officials, it is necessary to point out omissions 
which detract from the perfection that may reasonably be looked for later 
from a third edition. In a book of this type, the Table of Cases should be 
so accurate as to be above reproach, but a casual inspection reveals no fewer 
than six decisions where some necessary reference has been omitted. In a 
lesser work this would be a small blemish, but the author has set a high 
standard and he must be judged by it. It is also questionable whether the 
years which have elapsed since the issue of the first edition might not have 
justified the author in omitting the chapter-heading excerpts from Gilbart, 
the founder of the feast. Read in their own context, they are entitled to 
every respect, but they stand out somewhat forlornly against Mr. Jones’ 
modern idiom. And, while we are touching on presentation, it would surely 
have been helpful to have removed the few redundancies inevitable in the 
delivery of numerous lectures, but so out of place in a prepared book. 

—— few comments embrace all the adverse criticism for which we think 

» text calls, but the inexperienced reader should be warned that this volume 
does not by any means cover the entire ground of banking operations. In 
fairness to the author, we must admit that his title does not claim the contents 
as being encyclopedic. Yet it is a pity that the publishers did not print 
an appendix giving a list of books dealing with the matters not touched 
upon. Better still would have been some promise by Mr. Jones to give us 
a second volume devoted specifically to the intricacies of bankruptcy, to 
the little understood but important difficulties associated with documents 
of title to goods and (perhaps most valuable of all) to the art of granting 
unsecured advances. These are times in which senior bank officials lead 
laborious days, but we trust that when the strain caused by under-staffing 
gives place to normal arrangements, we shall receive Volume Two of these 
Studies, to complete what is even as it stands a work of impressive learning 
and artistry. we. 5. @ 
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Appointments and Retirements 
Lloyds Bank Chairmanship 


It is we renee news that the City will not entirely lose one of its most 
distinguished figures through Lord Wardington’s resignation from the chair- 
manship of L loyds Bank, as Lord Wardington will retain a seat on the board. 
At the beginning of next year he will be succeeded as chairman by Lord 
Balfour of Burleigh, hitherto joint deputy chairman. Lord Wardington 
became chairman of Lloyds Bank in 1903 on the acquisition by that in- 
stitution of the private banking business of Hodgkin, Barnett, Pease, Spence 
and py sen oe He acca deputy chairman in 1909, and has been chairman 
since as long ago as 1922. Lord Wardington is 76, though those who know 
him person ally must find it difficult to credit that fact. The new chairman, 
Lord Balfour, forms the subject of our frontispiece this month. He is the 
seventh Baron of his line, and has had an exceptionally distinguished public 
career covering a wide variety of interests. In the sphere of banking, he is 
chairman of the National Bank of New Zealand and was at one time a director 
of the District Bank. 


A PERSONAL FRIEND OF LORD BALFOUR SENDS THE FOLLOWING 
APPRECIATION : 
The new bi-mee iene designate of Lloyds Bank is one of the most distinguished 

rures in the banking world. - With sagacity and disinterestedness he combine S 
immense « xp rience and remarkable force of character. Lord Balfour’s City 
career—interrupted by four years’ service as staff officer in the war of 1914-18 

vegan in the Alliance Assurance. He was a member of the discount market 

pariner of Messrs. Henry Sherwood & Co. until 1935. He then became 
a director of the Standard Bank of South Africa, director and subsequently 
chairman of the National Bank of New Zealand. He was not content to 
know only the London Head Offices of these banks, but made extended tours 
both of Si uth Africa and New Zealand. He is, in fact, a considerable authority 
upon Empire banking. Of British banking, too, he has had very valuable 
xperience, as from 1937 until he joined the board of Lloyds Bank Ltd. this 
was a director of the District Bank Ltd. and was its representative 
Committee of London Clearing Bankers. He therefore comes to 
position with a degree of banking experience that is unusual even 
imongst the chairmen of the “ Big Five.” 

Lord Balfour’s other directorships include the Australian Mutual Provident 
ociety, British Oak Insurance and the Union of Canton, and the L.N.E.R. 
He has displayed in public service the same tireless industry and faultless 

tence as in his business career. A member of the Kensington Borough 
Council since 1923 and a representative peer for Scotland since 1924, he is 
recognized authority on housing, on planning and on national finance. 
At 63, his energies are undiminished ; and in the circumstances of the present 


time, his appointment as chairman seems a happy one for Lloyds Bank and 
wx the City. 
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With highly specialised departments 

providing every banking facility the 

District Bank offers expert agency- 
service to Overseas Banks 


DISTRICT BANK 


LIMITED 


FOREIGN DEPARTMENT: 


HEAD OFFICE : 13, Spring Gardens, PRINCIPAL 


wenmensan LONDON OFFICE 
Spring Gardens, 76, Cornhill, London, E.C.3. ———— 


Manchester, 2. 
2, Castle Street, Liverpool, 2. 75, Cornhill, E.C.3. 





VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, E.C.2 
Tel. MONARCH 3422 





THE COLONIAL MUTUAL LIFE ASSURANCE SOCIETY LTD. 


(INCORPORATED IN AUSTRALIA 1873) 


ASSETS at 3lst December, 1934 - - - £16,940,927 
ASSETS at 3lst December, 1944 - «= £38,092,636 
Apply for particulars of ‘“‘ The Golden Key” Policy featuring Child’s Deferred 
Assurance par excellence 
HEAD OFFICE FOR THE UNITED KINGDOM : 

4, ST. PAUL’S CHURCHYARD, LONDON, E.C.4 


where Policies are issued and Claims paid in sterling 


Telephone : CITY 2671 Manager for U.K. : GEORGE A. BEATTON 





164 


BANK 


OTTOMAN 


PROBLEMS OF PEACE ERA 


COL. E. GORE BROWNE’S SPEECH 
HE seventy-eighth annual general meet- 
ing of the Ottoman Bank was held on 
October 30 in London. 

Col. E. Gore Browne, 

A.D.C. (Chairman of the 

in the of his speec h, 


first occasi 
of addressing y 


D.S.0., O.B.E., T.D., 
London Committee), 
course said: This is the 
ym on which [ have had the pleasure 
u in the capacity of chairman. 
In November last, my predecessor in this 
Mr. A. A. Jamieson, in view of the 
national importance of other duties, felt 
obliged to re sign both from this position,to 
which he had devoted so much of his time 
and energies, and from the committee of 
this — I need hardly tell you how much 
his colleagues and I regret his resignation. 


[his time last had to report that 
communication with our colleagues in France 
was not yet restored. We rejoice to see and 
to meet them once again, and with them to 
have the opportunity to restore that 
collaboration in the affairs of the bank which 
has alwa i1ys been such a noteworthy feature 
of our organization 


In the Near East the chief problem is that 
of the restoration of economic balance after 
a long period of easy money and large profits 
for the trading community rhis resulted 
from the expenditure of the allied Govern- 
ments and of the allied troops who fought in 
or used that region as a base. In Turkey the 
problem is one of finding irkets for the pro- 
ducts of her soil and adjusting her internal 
prices to those of the world markets where 
she seeks to trade. 


othce, 


year we 


close 


BALANCE SHEET FIGURES 
The balance sheet we submit t 

as was to be anticipated, a fallin; 

rate of increase of our deposits, 

upward movem ontinued 


1inst 60 milli end of 


As a ci 


688.000, we 


unterpa our now 


£5 liquid 
money all and notice /30,960% 
Treasury bills, British and French 
mercial bills are 15,923,000, and JBbr 


ash and 


Government securities /3,282,000 
of the many unt 
faced, I am sure that you will ag l 
high degree of liquidity is vital to our inter 


rtainties with wh 


current French assets and _ liabilities 
are now included at the new official rate of 
200 francs to the pound sterling. For 
in view of the virtual disappearance of the old 
drachma, of which no less than 50 thousand 
millions were decreed to be equivalent to one 


Our 


Greece, 


new drachma, figures included represent only 
the assets and liabilities in other currencies. 
POSITION IN TURKEY 

agricultural conditions 
were very satisfactory. Weather was good and 
crops as abundant as they had been in the 
previous year. There was also an increase of 
over 6 per cent. in the number of livestock 
recorded in the official registers. In trade and 
commerce, however, the position was not so 
encouraging. The breaking-off of diplomatic 
relations with Germany in August, 1944, 
removed one of Turkey’s largest customers 
and at the same time the country’s increasingly 
important trade with Rumania, Hungary and 
Switzerland was suspended. 


In 1944 in Turkey 


Moreover, the large-pre-emptive purchases 
of the U.S.A. and Great Britain ceased in the 
latter part of the year. The year, however, 
showed a favourable trade balance, owing to 
the large figure of exports in the first six 
months. 


Prices in Turkey remained very high, those 
of local produce being up to four or five times 
the pre-war figures in local currency, and, 
with exports subject to a tax of Io per cent., 
the effective prices to prospective foreign 
buyers were above world prices. Steps are 
being taken now, in 1945, to try to remedy 
this state of affairs, and the export tax has 
been removed from a wide range of articles 

PROFIT AND DIVIDEND 

After dealing with conditions in Egypt, 
Palestine, Iraq, Iran, Cyprus, Greece and other 
countries, the Chairman continued : 


To turn now to the profit and loss account, 
in regard to the amount of accumulated profit 
representing the profits for the 

five years 1940 to 1944, together with the 
amount brought forward from 1939, the 
General Committee would have liked to give 
the shareholders the satisfaction of seeing 
the greater part allocated to them. But it is 
first nex to meet ascertained losses and 
the contingencies to which I have referred. 
Both are the inevitable consequences of total 
war. For this reason it is proposed to set 
aside an amount of £450,000, which represents 
approximately the profits made in the years 
1940 to 1943 We feel this course to be 
necessary in order to cover eventualities until 
a solution can be found of the many economic 
problems which will, in our view, arise in the 


of $597,050, 


essary 


coming years 

This course of action, if you approve it, will 
leave available an amount of £147,650. We 

payment of a dividend of 5s 
absorb {1 leaving {£22,650 
forward to 1945. I would ask 
this dividend as payable in 
respect of 1944 Our distributable profits 
will, of course, be considerably increased if 
we are enabled ‘to transfer into sterling profits 
which we are earning and have earned in 
Turkey. 

The report and accounts were adopted. 
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to be carried 
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f ENDORSING INKS AND 


| TO BANK MANAGERS 


Please consult us—we have been established since 
1772 — regarding your customers JEWELLERY & 
SILVER. We will gladly advise you free of charge. 


SPINK & SON, LTD. 


Medallists to 56 and 7 King Street, 
H.M. The King 


Tel.: WHItehall 6275 
St. James’s, LONDON, S.W.1 4 lines 


ADMINISTRATIONS, RECEIVERSHIPS, 
TRUSTEESHIPS, &c. 


THE BRITISHLAW| | /A\ JMLJD 


32, KING STREET, CHEAPSIDE, €.C.2 


ALL CLASSES OF The Largest British 
FIRE AND ACCIDENT BUSINESS Mutual Life Office 


TRANSACTED 
The Company specialises in Fidelity Guarantee 
Telephone : Monarch, 7611 (3 lines) 
Telegrams: ‘Britlaw,”’ Cent., London. 


Assets Exceed 


—— ||£156,000,000 
COMPANY 


SHER VICK AUSTRALIAN MUTUAL 
1863-1945 PROVIDENT SOCIETY 


Company Registration Agents 


JORDAN & SONS, 


Limited 


116 Chancery Lane, W.C.2 


(Established 1849 in Australia) 


73-76 KING WILLIAM STREET, 
LONDON, E.C.4 





[A. M. BONNER, L® “3 
30 LIME ST. 
LONDON, E.C.3 


Tel. 
Mansion House 


DATING STAMPS, URGENT ORDERS AUTOMATIC NUMBERING AND 
yoo DATING MACHINES, COMPANY 
SELF-INKING PADS A Speciality SEALS, GENERAL ENGRAVERS 


C2 APRESS PRS 





Chairman 
The Rt. Hon. Lord Wardingtou 


Deputy Chairmen 
J /e. Sir Austin E. Marris, K.B.8., 
The Rt. Hon. Lord Balfour of Burleigh, D.L. 
Vice-Chairmen 
Qh je Sir Francis A. Beane. R. A. Wilson 


Chief General Manager 
LIMITED Sydney Parkes, C.B.£. 


Deputy Chief General Managers 


FOR EVERY CLASS OF E. Whitley-Jones, A, H. Ensor 
BA N K I N G B U S INES S Joint General Managers 


W.R. Bown, ‘F. S. Cheadle, 
W. B. Mayles, R.G. Smerdon, m.c. 


Offices throughout England and Wales 
and also in India 


HEAD OFFICE: I LOMBARD STREET, LONDON, 8B.C.3 











THE 
HONGKONG AND SHANGHAI 


BANKING CORPORATION 


CAPITAL ISSUED AND FULLY PAID UP _ $20,000,000 
RESERVE FUNDS STERLING on = £7,125,000 
RESERVE LIABILITY OF MEMBERS .. $20,000,000 





HEAD OFFICE (temporarily) : 
9, GRACECHURCH STREET, 
LONDON, E.C.3 


Chief Manager: A. MORSE, C.B.E. 


Branches & Agencies throughout India and the Far East, &c. 


HONGKONG & SHANGHAI BANK (TRUSTEE) LIMITED 
g, Gracechurch Street, E.C.3, a company incorporated in England, and an 
affiliate of The Hongkong and Shanghai Banking Corporation, is prepared 
to act as Executor and Trustee in approved cases. 

_s Full particulars may be had on application 
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